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MATTHEW BROWN HAMMOND 
Thirty-second President of the American Economic Association, 1930 


Matthew Brown Hammond was born at South Bend, Indiana, July 153, 
1868, and died at Columbus, Ohio, September 28, 1933. He received his 
academic training at the University ot Michigan (Ph.B., 1891), the Uni- 
versity of Wisconsin (M.L., 1893), and Columbia University (Ph.D., 1898). 
He also spent a year and a half in Germany (first at the University of 
Tiibingen and then at the Univ ersity of Berlin, 1893-94). He began his 
teaching career as principal of Versailles (Missouri) Institute in 1891-92. 
After a year as acting assistant professor of economics at the University 
of Missouri, he became instructor of economics at the University of [linois 
in the fall of 1897. He was later promoted to an assistant professorship 
there. He left Illinois in 1904 to become assistant professor at Ohio State 
University and was later promoted to associate professor and in 1908 to 
full professor—which position he occupied until his death. From 1921 to 
1928 he served as chairman of his department. In the summers of 1921 
and 1922 he taught at the University of Chicago and at Columbia, re- 
spectively. 

Professor Hammond was always interested in applied economics. He 
served in various administrative and advisory capacities on both state and 
national agencies. After aiding in the drafting of labor legislation in Ohio, 
he became a member of the Industrial Commission of the state. He served 
as member and secretary of the Ohio Coal Mining Commission in 1913 
and was a member of the Ohio Health and Old Age Insurance Commis- 
sion. During World War | he was labor adviser to the U. S$. Food Admin- 
istration and a member of the War Labor Policies Board. In 1920 he 
served as technical adviser to the U. S. Anthracite Coal Commission. Dur- 
ing the academic year 1911-12, he went to New Zealand and Australia 
to ‘study labor problems and labor legislation. 

Professor Hammond served on numerous committees of the A.E.A, and 
was selected president in 1930. The title of his presidential address was, 
“Economic Conflict as a Regulating Force in International Affairs.” Here 
he said laissez faire found its earliest application and here it is still most 
easily justified. He also took an active part in the affairs of the American 
Association for Labor Legislation and the Social Science Research Council. 
He was a member of Phi Beta Kappa and Beta Gamma Sigma. He served 
in various capacities in the Congregational Church of Columbus. 

In addition to numerous articles in economic journals, Professor Ham- 
mond’s publications include The Cotton Industry (1897), Railway Rate 
Theories of 1.C.C. (1911), and British Labor Conditions and Legislation 
During the War (1919), 


Number 32 of a series of photographs of past presidents of the Association. 
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The American Economic Review 
VOLUME XLI JUNE, 1951 NUMBER THREE 


SOME ASPECTS OF WELFARE ECONOMICS 
By A. C. Picou* 


I have been invited by the editor of the American Economic Review 
to write an article on “Some Aspects of Welfare Economics”; and I 
have accepted. Whether I ought to have accepted is more than doubt- 
ful. For a great deal has been written on this subject in recent years 
and most of it I have not read. Nevertheless, having agreed to write 
the article, I must do what I can. My book The Economics of Welfare, 
not revised since 1932, stood aside from some significant logical prob- 
lems which arise out of the fact that real income is made up of a 
number of different things, the quantities of which vary in different 
proportions. It is with these problems, together with some semi- 
philosophical questions about utility, that “the new Welfare Eco- 
nomics,” as it likes to be named, principally deals. The technique of 
indifference curves, preference maps and so on, which it employs, is, of 
course, machinery. Here I shall confine myself to fundamental issues. 


I. The Purpose of Welfare Economics 


Welfare Economics is concerned to investigate the dominant in- 
fluences through which the economic welfare of the world, or of a 
particular country, is likely to be increased. The hope of those who 
pursue it is to suggest lines of action—or non-action—on the part of 
the State or of private persons that might foster such influences. No- 
body supposes that economic welfare is coincident with the whole of 
welfare or that the State ought to pursue it relentlessly without regard 
for other goods—liberty, for instance, the amenities of the family, 
spiritual needs and so on. But here we are not concerned with these 
things; only with economic welfare, that is to say, the part of welfare 
that is associated with the economic aspects of life. First and foremost 


* The author is emeritus professor of economics in Cambridge University. 
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we have to satisfy ourselves as to what that is and, more particularly, 
to decide whether or not it is the sort of thing to which the notions of 
greater or less and increase or decrease can properly be applied. For, 
if they cannot, Welfare Economics, every part and aspect of it, vanishes 
and leaves not a wrack behind. 


II. The Meaning of Economic Welfare 


Let us consider first a single individual. What do we mean by the 
economic welfare of such an individual? It will be generally agreed 
that this must be somehow resident in his state of mind or conscious- 
ness. When we speak loosely of “material welfare,” in the sense of a 
man’s income or possessions, that is not welfare as we are thinking of 
it here. Material welfare may be a means to welfare, but it certainly is 
not identical with or a part of it. As it seems to me, welfare must be 
taken to refer either to the goodness of a man’s state of mind or to the 
satisfactions embodied in it. If we were prepared to say that the good- 
ness of satisfactions depended simply on their intensity it might not be 
necessary to make this distinction. But it is generally felt, in a vague 
way, that some sorts of satisfaction are in their nature better than 
others, and that quite irrespective of whether or not they entail dis- 
satisfactions later on. If this is right, a situation containing more satis- 
faction is not necessarily “better” than one containing less. For the 
present purpose, I propose to make welfare refer to satisfactions, not 
goodness, thus leaving it possible that in certain circumstances, a 
government “ought”—granted that it “ought” to promote goodness—to 
foster a situation embodying less welfare (but more goodness) in 
preference to one embodying more welfare. 

A man’s welfare then consists in his satisfactions. But what does 
satisfaction mean? Not simply happiness or pleasure; for a man’s 
desires may be directed to other things than these and may be satisfied. 
It might seem that, when his desire attitude is given, his satisfaction 
depends straightforwardly on the extent to which his desires are ful- 
filled. But the satisfaction yielded when a desire is satisfied does not 
always bear the same proportion to the intensity of the desire. Not only 
may people make mistakes, desiring certain objects in the hope of 
satisfactions which they do not in fact yield, but also, as Sidgwick 
observed, “I do not judge pleasures to be greater or less exactly in 
proportion as they exercise more or less influence in stimulating the 
will to actions likely to sustain or produce them.”* Some economists, 
neglecting this point, have employed the term “utility” indifferently 
for satisfactions and for desiredness. I shall employ it here to mean 
satisfactions, so that we may say that a man’s economic welfare is 


* Methods of Ethics (Macmillan & Co., England, 1893), p. 126. 
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made up of his utilities. For a full treatment we should need to bring 
into account also such dissatisfactions or disutilities as men may suffer 
from work, or, what is not quite the same thing, such further satisfac- 
tions or utilities as leisure yields to them. It would not be difficult to 
do this but doing it would complicate and lengthen the discussion. I 
shall not, therefore, trespass into that field. 


III. Measurability and Comparability in Principle of Satisfactions 
Enjoyed by the Same Individual 


I said in Section I that, if economic welfare were not something to 
which the notion of greater or less were applicable, Welfare Economics 
would vanish away. It is sometimes thought that this notion cannot 
be applicable unless satisfactions are measurable. 

Now for magnitudes of any kind to be measurable means that a 
unique and reciprocal correspondence, a one-one relation, can be 
established between the magnitudes in question and cardinal numbers. 
Extensive magnitudes, such as length, are in general measurable in 
this sense. Pleasures, satisfactions, utilities, are intensive magnitudes 
and are not measurable. They are not the sort of thing that we can 
correlate with a series of cardinal numbers. 

It is true, no doubt, that an intensive magnitude may sometimes be 
correlated with an extensive magnitude and so may be capable of 
being measured indirectly. This would be true of satisfactions if, by 
a miracle, they were correlated rigidly with levels of temperature or 
speed of pulse. Moreover, there is in fact available in our field an 
“extensive” magnitude of the kind required, namely the amount of 
money that a man would be willing to pay in order to avoid losing a 
given satisfaction, or pleasure. Marshall, it will be remembered, laid 
stress on the advantage which economics has over other social sciences 
in possessing this measuring rod. Apart, however, from complications 
about the relation between the intensity of desires and the intensity 
of the satisfactions that result when a desired object is secured, to 
which I have already referred, neither Marshall nor anybody else 
claims that money enables us to measure anything more than small 
parts of a man’s satisfaction. If I have an income of £1,000, it is reason- 
able to say that the satisfaction I get (or, more strictly expect) when I 
spend £2 on a small increment of one commodity is likely to be twice 
as great as what I get when I spend £1 on a small increment of another. 
But nobody supposes that the satisfaction I get from the whole of my 
£1,000 income will be only 1,000 times as large as what I get from the 
expenditure of a single marginal pound. Money does not, therefore, 
enable us to correlate satisfactions with a series of cardinal numbers, 
that is, to measure it in the sense understood here. We must concede 
that they are not measurable in that sense. 
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This, however, is far from entailing that satisfactions are not in prin- 
ciple comparable. The following passage from Bertrand Russell makes 
this clear. “Those mathematicians who are accustomed to an exclusive 
emphasis on numbers will think that not much can be said with definite- 
ness concerning magnitudes incapable of measurement. This, however, 
is by no means the case. The immediate judgments of equality, upon 
which (as we saw) all measurements depend, are still possible where 
measurement fails, as are also the immediate judgments of greater and 
less. Doubt only arises where the difference is small; and all that 
measurement does in this respect is to make the margin of doubt 
smaller—an achievement which is purely psychological and of no 
philosophical importance. Quantities not susceptible of numerical 
measurement can thus be arranged in a scale of greater and smaller 
magnitudes, and this is the only strictly quantitative achievement of 
even numerical measurement. We can know that one magnitude is 
greater than another and that a third is intermediate between them; 
also, since the differences of magnitudes are always magnitudes, there 
is always (theoretically at least) an answer to the question whether 
the difference of one pair of magnitudes is greater than, less than or 
the same as, the difference of another pair of the same kind. . . . With- 
out numerical measurement, therefore, the quantitative relations of 
magnitudes have all the definiteness of which they are capable— 
nothing is added, from the theoretical standpoint, by the assignment 
of correlated numbers.” 

A corollary follows—or seems to follow. Given that we are able in 
principle to say that the difference between one pair of magnitudes is 
greater or less than the difference between another pair, we must pre- 
sumably also be able to say that about differences between differences. 
This entails that, in spite of the fact that utilities are not measurable, 
it is still legitimate in principle to imagine a marginal utilities curve and 
to say, not merely that it slopes down or up, but also that it slopes 
more or less steeply as we move along it from right to left. 

It is indeed impossible even in principle to draw a base line for the 
curve. Non-measurability entails that. It is thus meaningless to say that 
the utility derived by one individual in a given period from x units of 
a commodity is twice, or any other multiple, of the utility derived from 
y units, or to say, for example, that the curve is a rectangular hyperbola 
or bears some specifiable relation to a rectangular hyperbola. This 
entails that we cannot compare the damage done to welfare by a given 
proportionate change in a man’s income when he is enjoying incomes 
of different sizes. Such questions as whether a tax proportioned to 
income will inflict equal sacrifice upon him whatever the size of his 


* Russell, Principles of Mathematics (Cambridge University Press, England, 1903), 
pp. 182-83. 
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income or whether a tax progressive in some given form and degree is 
required to do this, are unanswerable, not merely from lack of data, 
but in principle. Thus the non-measurability of utility rules out one 
type of question, which, were utility measurable, it would be legitimate 
to ask—and which, assuming that it is measurable, I did ask in Chap- 
ter 7, Part II of. my Study in Public Finance. This does not, how- 
ever, reduce the domain of Welfare Economics very seriously, nor does 
it seriously matter that such questions as whether aggregate welfare 
would be increased if the population were larger but individual satisfac- 
tions smaller are in principle, not merely in practice, unanswerable. 


IV. Comparability in Fact 


So far I have been discussing comparability in principle; are satis- 
factions or utilities the sort of things which can be held in the relation 
of greater or less or is it nonsense to maintain this of them in the way 
that it is nonsense to maintain that one is more red or more liquid than 
another? I have answered that question. But, granted that these things 
are comparable in principle, it is a quite different question whether 
they can be actually compared. If we found that they could not be 
actually compared, it would not follow that they are incomparable in 
principle. If all thermometers and kindred gadgets were destroyed, this 
would not upset at all the comparability in principle of temperatures. 
Per contra, to find, as we have done, that utilities, differences among 
utilities and differences among these differences are comparable in 
principle does not imply that all or any of them can be compared in 
fact. Subject, however, to a qualification to be mentioned presently, it 
is generally agreed that, when an individual chooses satisfaction A in 
preference to satisfaction B, this indicates that satisfaction A is or, 
more strictly, is expected to be greater than satisfaction B. Choice thus 
provides an objective test of the comparative magnitudes of different 
utilities or satisfactions to a given individual. It does the same for 
marginal utilities or satisfactions, that is the utilities derived from mar- 
ginal increments of different sorts of goods. But nobody chooses or can 
choose between the excess of marginal utility A over marginal utility 
B and the excess of marginal utility C over marginal utility D. Hence 
these second differences, though, as I have maintained, comparable in 
principle, are not comparable in fact—at all events by means of this 
kind of test. The point, however, is not important for our main 
argument. 

V. Inter-personal Comparisons 


So far we have been considering only the comparability of satisfac- 
tions as affecting the same person. Once we reject solipsism and admit 
the existence of other people, what has already been said should suffice 
to show that the utilities enjoyed by: different people are not in their 
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nature incomparable—it is not nonsense to say that A is happier than B. 
But the question whether they are comparable in fact is a more difficult 
one. The test of choice is not available here as it is for intra-personal 
comparisons. No doubt, a parent can choose satisfaction A for one of 
his sons as against satisfaction B for another; and, if he is impartial 
between them, this should mean that he judges satisfaction A to be the 
greater. But I do not think we can appeal to this because the parent’s 
choice is not a direct one and, in framing his decision, he is really faced 
with the very problem that confronts us here. We cannot, therefore, 
shift our burden upon him. The issue for Welfare Economics is im- 
portant. For, if the satisfactions of different individuals cannot be 
compared, a large part of that subject is undermined. We are not, in- 
deed, precluded from saying that, if one person has more of something 
and nobody else has less of anything, the welfare of the whole group, 
so long as their desires are unchanged, is increased. But we are pre- 
cluded from saying anything about the implication of transfers be- 
tween richer and poorer persons. To ask whether inter-personal com- 
parisons of satisfactions or utilities are in fact possible is thus not an 
idle question. 

Now, if we take random groups of people of the same race and 
brought up in the same country, we find that in many features that 
are comparable by objective tests they are on the average pretty much 
alike; and, indeed, for fundamental characters we need not limit our- 
selves to people of the same race and country. On this basis we are 
entitled, I submit, to infer by analogy that they are probably pretty 
much alike in other respects also. In all practical affairs we act on that 
supposition. We cannot prove that it is true. But we do not need to do 
so. Nobody can prove that anybody besides himself exists, but, never- 
theless, everybody is quite sure of it. We do not, in short, and there is 
no reason why we should, start from a tabula rasa, binding ourselves 
to hold every opinion which the natural man entertains to be guilty 
until it is proved innocent. The burden is the other way. To deny this 
is to wreck, not merely Welfare Economics, but the whole apparatus 
of practical thought. On the basis of analogy, observation and inter- 
course, interpersonal comparisons cam, as I think, properly be made; 
and, moreover, unless we have a special reason to believe the contrary, 
a given amount of stuff may be presumed to yield a similar amount of 
satisfaction, not indeed as between amy one man and any other, but as 
between representative members of groups of individuals, such as the 
citizens of Birmingham and the citizens of Leeds. This is all that we 
need to allow this branch of Welfare Economics to function. Of course, 
in working it out, positive conclusions can only be reached subject to 


bal 
+ 
q 
RE 
fox 
| 
| 
| 
ul 5 
tag. 
4 
|. 
‘ 


PIGOU: SOME ASPECTS OF WELFARE ECONOMICS 293 


very important qualifications—of which something will have to be said 
presently. 
VI. Programme 

With this background I shall now review the implications and 
limitations of two propositions in Welfare Economics, on the assump- 
tion that satisfactions or utilities, though not measurable, are compa- 
rable in principle and can in fact be compared both intra-personally and 
inter-personally. The two propositions, put at their crudest, are: first, 
any additions to the real income of an individual makes satisfaction 
larger; secondly, transfers of money income from better-to-do people 
to worse-to-do people make satisfaction larger. 


VII. The First Proposition in a One-Commodiiy World 


In the conditions supposed the amount of satisfaction that our 
individual gets depends partly on the state of his desires and partly on 
how much of the commodity is available to him. If the state of his 
desires is fixed, it will be generally agreed that in all ordinary circum- 
stances his utility will be greater the more of the commodity that he has. 
If the state of his desires changes spontaneously, this changing is an 
additional factor affecting welfare, and nothing can be said about its 
consequences until the exact nature of the change is known. We rule 
out, therefore, spontaneous changes in desire attitudes. Our proposition 
is obviously subject to the condition that such spontaneous changes 
are excluded. On this basis, if the state of an individual’s desires were 
independent of the amount that he has, nothing further would need to 
be said. But the amount that he has may react upon and partly deter- 
mine the state of his desires. What are the implications of this possi- 
bility, and in what conditions is it to be expected that these reactions 
will make our proposition invalid? 

It is commonly supposed that, besides more stuff with a given desire 
attitude entailing more utility, so also does a keener desire attitude 
with a given quantity of stuff. If this were always so, when an increase 
of stuff, in the familiar manner of appetite growing with eating, made 
desire more intense, the increase of stuff would enhance satisfaction in 
a double way, partly through itself and partly through its effects. In 
fact, however, enhanced desire with a given quantity of stuff does not 
necessarily entail more utility or satisfaction. For unsatisfied desire may 
be painful. If a man with a given income of food per day becomes 
hungrier, the utility associated with the food he has increases, but the 
disutility of the food he has not increases too; and the last state of 
that man may be worse than the first. The ordinary form of diagram- 
matic analysis fails to bring out this point, though it could easily be 
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modified so as to make it do so. The point, however, is not, I think, of 
large practical importance, and, for a broad view, may be left out of 
account. In general, then, an enhancement of desire increases the utility 
derived from a given provision of our commodity and a contraction of 
desire has the opposite effect. 

It follows that an increase in the quantity of stuff available, not only 
when it leaves a man’s desire attitude unaltered, but also, a fortiori, 
when it expands it, must entail an increase of utility. But having more 
of a thing may cause a man’s desire attitude towards it to become Jess 
keen, not more. Or, to put the same thing the other way round, when 
he has become accustomed to having less he may find himself more 
happy with any given quantity than he used to be. It may even happen 
that the total satisfaction he gets from the smaller is as large as what 
he used to get from the larger quantity. 

Thus—for this illustration we may waive the assumptions of one 
individual and a one-commodity world—consider two undergraduates 
precisely alike in temperament and constitution. One is poor and goes 
on a cheap Continental holiday, stopping the night at youth hostels; 
the other does an exactly similar tour at much greater expense and 
stopping at luxury hotels. Each of them is conditioned by habit and 
experience to his circumstances. Is there any reason to suppose that 
the rich undergraduate has a better time—achieves more utility—than 
the poor one? Yet again in prewar days well-to-do people had elaborate 
meals and had a number of servants to work for them. Now they have 
much simpler meals and do their own work. After they have become 
accustomed to the new conditions, are they less happy than before? 
It is very doubtful whether a moderately well-to-do man is appreciably 
happier now than he would be if transplanted back to the pre-railway 
age and attuned to the conditions of that age. This is in no way in- 
compatible with a man preferring at any given moment to have more 
rather than less. Nor is it incompatible with the fact that the process 
of becoming better-off often yields satisfaction. In the process there is 
a prize, and, so far, progress, even among the fairly well-to-do, is not 
merely illusion. But there is a great deal of illusion about it. From a 
long-run standpoint, after incomes in excess of a certain moderate level 
have been attained, further increases in it may well not be significant 
for economic welfare. 

The italicised words in that sentence are, of course, vital. What the 
“certain moderate level of income,” to which they refer, is can only be 
guessed at. My own guess is that, even in this country and most 
certainly, for example, in Asia, a large number of people have incomes 
well below it. It follows that over a very wide area, in spite of reactions 
of having on desiring, having more does in fact entail more satisfaction. 
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VIII. The First Proposition in a Many-Commodity World 


Let us now abandon the assumption that real income consists of a 
single sort of commodity—or of bundles of different commodities in 
each of which the proportions of these commodities are the same. 
When we do this it is still possible to say, in a straightforward physical 
sense, that one real income is larger than another, provided that it 
contains more of some item and not less of any item. There is, there- 
fore, still meaning in the assertion that, other things being equal, a 
man’s economic welfare is increased if his real income becomes larger; 
and the discussion of the preceding section remains appropriate with- 
out fundamental change. 

It may perhaps be suggested that for most practical issues this is 
good enough, for, while technical knowledge and skill are always going 
forward in some fields, it is unlikely that they are actually going back- 
wards in any. This may be thought to imply that the representative 
man’s real income is unlikely to expand in some of its parts and at 
the same time to contract in others. That, however, is wrong. This is 
immediately obvious as regards agricultural products; some crops will 
often have a better harvest this year than last, others a worse one. But, 
over and above that, it is easy to see that, when technique improves as 
regards some commodity, the quantity of another commodity where it 
has not improved may not reraain stationary, but may fall off. Even 
when technique has improved in respect of both of two commodities, 
the output of one of them may fall off. What happens, as a moment’s 
reflection shows, depends on the general conditions of demand. The 
case, therefore, of some commodities available to our representative 
man increasing while others decrease is far from being a freak case of 
no practical importance. On the contrary, it is very important indeed. 
The relation between alterations of this kind in real income and in 
economic welfare cannot be ignored. 

When this kind of alteration has taken place it is plainly impossible 
to say in any physical sense that actual real income has become larger 
or has become smaller. As physical entities the first and second actual 
real incomes are incommensurable.* Fortunately, however, we need not 
stop here. As was said just now, if a man with given desire attitudes 
comes to have more of something and not less of anything else, his satis- 
faction will be increased. Moreover, we may presume, in a general way 
and subject to qualifications, that, alike before and after a change in his 

*In the Economics of Welfare, I defined an increase in actual real income as an altera- 
tion in its content such that, with tastes and distribution constant, more satisfaction would 
be yielded by it after the alteration than before (p. 54). On that basis our problem was to 
find an index of real income changes that would, or probably would, move up or down 


as real income so defined moved up or down. The problem here is essentially the same, 
but approached from a different angle. 
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real income, he will dispose of his purchasing power among different 
commodities in a way that gives him more satisfaction than he would 
get from any other disposition. If then the conditions are such that in 
the new situation he could get more income of the old proportionate 
pattern, or more of some items and not less of any, we may infer that 
his economic welfare is greater in the new situation than in the old. 
That is to say, if in the second situation his potential real income of 
the first situation’s pattern is greater than his actual real income in the 
first, we can infer that his utility or satisfaction will be greater in the 
second situation. Per contra, if in the first situation his potential real 
income (of the second situation’s pattern) is greater than the actual 
real income in the second, his satisfaction will be greater in the first 
situation. 

There is indeed a difficulty. For may it not happen that, not only is 
the potential real income of the pattern proper to the first situation 
larger in the second situation than the actual real income of the first 
situation, but a/so the potential real income of the pattern proper to the 
second situation is larger in the first situation than the actual real income 
of the second situation? If this happens, we are forced to the absurd 
conclusion that our man’s aggregate satisfaction is at once greater in 
the second situation than in the first, and also greater in the first situa- 
tion than in the second. The emergence of this contradiction proves 
that the state of things we are supposing cannot exist. If the potential 
real income of the pattern cf the first situation is larger in the second 
situation than the actual real income of the first situation, it must 
happen that the potential real income of the pattern proper to the 
second situation is smaller, not larger, in the first situation than the 
actual real income of the second situation. 

This conclusion seems inevitable in logic, but, none the less, unless 
we can see how it comes about that this must happen, we shall be left 
with the feeling of intellectual discomfort. Why then must it happen? 
The explanation is that a man’s tastes help to determine what his 
actual real incomes in the two situations are. The discord we have been 
contemplating is impossible because, though it would occur if his actual 
real incomes were such and such, in fact his tastes, being, on our 
assumptions, the same in the two situations, prevent his actual real 
incomes from being such and such.‘ 

This analysis, it will be observed, does not in all circumstances 
enable us in principle to decide whether the economic welfare of an 


“Professor Samuelson’s “Evaluation of Real National Income” in Oxford Economi 
Papers, Vol. 2, No. 1 (Jan., 1950), p. 24, when he corrects a mistake in the Economics of 
Welfare. 
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individual with a given desire attitude is greater in one situation than 
in another. For it may happen that in each situation his potential real 
income of the other situation’s pattern is Jess than the actual real in- 
come of that situation. When this is so, it is easy to see that no infer- 
ence about his comparative economic welfare in the two situations can 
be drawn. If this is not obvious immediately, it can easily be made so 
with the help of algebraic symbols. 


IX. The First Proposition as Regards Groups of People 


Our first proposition when applied to a group of people is obviously 
subject to all the limitations which we have found to be necessary as 
regards a single individual. Are there any further limitations? 

Suppose first that our group consists of a number of exactly similar 
persons enjoying identical real incomes and that in consequence of 
technical advance all these real incomes are increased by equal amounts 
of some items unaccompanied by a decrease in any others. If people 
only wanted things so as not to be inferior to other people, this develop- 
ment would clearly leave economic welfare unaltered. And no doubt to 
some extent people do want things for this sort of distinction motive. 
If it were not for this, it would be difficult for an academic person like 
myself to conceive how anybody could possibly have ever wanted such 
things as top hats or frock coats or crinolines or bustles. But it would 
be absurd to suggest that people only want things as a means to dis- 
tinction. Though, therefore, the economic welfare of groups is not in 
fact increased by an expansion in real income as much as we should 
expect it to be if we ignored this characteristic, there is no ground for 
suggesting that it is not increased at all. So far what is true of indi- 
viduals is also true of groups. 

But in real life changes in technique do not affect all members of a 
group—-a national group for instance—similarly. This opens up new 
possibilities. Even in a one-commodity world it might happen that a 
development which increased potential real income as a whole injured 
particular sections of the group—landlords, for example, or capitalists 
or wage-earners. If all the persons affected were similar and were 
initially in receipt of identical incomes, a contraction in the incomes of 
some might outweigh from the standpoint of welfare a more than 
equivalent expansion in the incomes of others. With people of different 
tastes and different initial incomes the same thing is true, and the 
likelihood of a decrease in aggregate welfare is greater. The change in 
productivity, since we are supposing it to entail an increase in aggregate 
income, could, of course, be accompanied by a set of transfers—com- 
pensations—so arranged that in the final result some persons had more 
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real income and none had less. In that event aggregate economic wel- 
fare would be increased. But to say that in that event it is increased is, 
to my mind, to use words in a misleading way. The correct statement 
is, I think, that the improvement in productivity necessarily entails a 
potential increase in aggregate economic welfare, but does not neces- 
sarily entail an actual increase. 

In a many-commodity world we saw in Section VII that it is often 
impossible in principle to say whether or not actual real income has 
increased between two years, but usually possible to say whether 
potential real income has. With a single person, we have found that an 
increase in potential real income over the actual income of an earlier 
time necessarily entails an increase in economic welfare, provided that 
the person’s desire attitudes are the same before and after the change. 
With a group within which distribution is different after the change 
from what it was before, we can only say that an increase in potential 
real income necessarily entails a potential increase, not an actual 
increase, in economic welfare. If productivity changes make things 
predominantly consumed by poor persons (or by persons specially keen 
on those things) more abundant and things predominantly consumed 
by rich persons (or by persons indifferent to those things) less abun- 
dant, aggregate economic welfare may be increased even though aggre- 
gate potential real income is diminished; just as in opposite conditions 
it may be diminished even though aggregate potential real income is 
increased. 

All this is true and from an academic point of view significant. But 
the paradox that technical advance may for this sort of reason be 
adverse to welfare is not I think—apart from advance in the machinery 
of war—significant practically. For our paradox can only become a 
fact if technical advances that increase potential real income as a 
whole at the same time damage the relatively poor. But experience 
hitherto does not suggest that technical advance in fact acts in that 
way. On the contrary, mechanical improvements are more readily 
made in respect of mass-produced goods, which poor people pre- 
dominantly buy, and in transport, which directly or indirectly cheapen 
poor men’s goods in a larger proportion than rich men’s goods. As 
Leroy-Beaulieu observed long ago: “The man of fashion who is fitted 
for his clothes by a tailor gains nothing from the great reduction of 
prices which shops selling clothes ready-made offer to the less comfort- 
able section of the population.”*® Moreover, as the history of the motor 
car, culminating in the petrol driven lorry and motor omnibus, illustrates 
even those improvements which were originally designed exclusively for 


* La Répartition des Richesses, p. 87. 


“ 
q 
& 
‘ 
| 
5 
| 
fi, 
3 
: 
: 
| 
Ric 


PIGOU: SOME ASPECTS OF WELFARE ECONOMICS 299 


the luxuries of the rich are apt soon to spread themselves to the com- 
forts of other classes.* Nobody, of course, can be certain that the 
experience of the past will not refute itself in the future. But subject 
to that general caution we may, I think, feel confident that what was 
said in the last section about the relation of changes in potential real 
income to the economic welfare of a single individual is true also with- 
out serious limitations of national or other groups.’ 


X. The Second Proposition 


Let us now pass, once more beginning with the assumption of a one- 
commodity world, to the second of the two propositions set out in Sec- 
tion VI, namely, that transfers of money income from relatively rich to 
relatively poor persons increase aggregate satisfaction. In a one- 
commodity world transfers of money income imply unambiguously 
transfers of real income. It will not, I think, be disputed that, provided 
people’s desire attitudes are not affected by differences in the size of 
their incomes, the law of diminishing utility in respect of real income 
will prevail. It follows immediately that, as between any two people 
with similar desire attitudes, a transfer of real and so of money income 
from the better-to-do to the worse-to-do—apart from reactions on real 
income, of which something will be said presently—increases aggregate 
satisfaction. Nor does it matter that the rich from whom transfers are 
made are likely to be much less numerous than the poor by whom they 
are received. Thus suppose that there is one rich man and ten poor ones. 


*Compare the Economics of Welfare, p. 678 and Marshall’s Principles of Economics, 
p. 541. 

‘It seems proper to say a word here about quantity index numbers. These purport to 
represent variations in “production’—an important part of real income—over a series 
of years, despite the fact that some items have increased and others diminished; a task 
that in a physical sense is impossible. Great labour has been expended on the construction 
of these index numbers, and in political discussions appeal is frequently made to them. 
A quantity index is usually constructed by weighting the several elements in accordance 
with the amount of expenditure on them in some base year. If then we suppose that 
this expenditure is proportionate to the productive power—ambiguities about the definition 
of productive power being ignored—then employed in producing the several items, if we 
suppose that tastes (and distributions) have not changed, and if we also suppose that 
constant returns operate everywhere in both the base year and the year with which a 
comparison is being made, a quantity index number will show how the quantity of pro- 
ductive resources at work in the aggregate would have had to change, if there had been no 
change in technique, in order to allow the output actually found in the latter year to be 
produced. It, therefore, measures, granted constant tastes (and distribution) and constant 
returns, the proportion in which potential output of the pattern ruling in the base year 
is greater or less in the year we are studying than in the base year. This information, 
resting, as it does, on assumptions that must often depart seriously from the facts, is very 
different from the precise and definite information which quantity index numbers are 
popularly supposed to give. The moral is, however, not to leave these investigations 
unattempted, but to be cautious about the uses to which we put their results. 
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A pound is taken from the rich man and given to the first poor one 
Aggregate satisfaction is increased. But the rich man is still richer than 
the second poor man. So the transfer of a pound to him again increases 
aggregate satisfaction. And so on until the originally rich man is no 
richer than anybody else. What is true of a transfer from one rich man 
to one poor one is also true of a set of transfers from few rich men to 
many poor ones. 

No doubt at the moment if a rich man accustomed to a high standard 
of living has £5,000 cut off his income and given to a poor man, the 
rich man will suffer a good deal, while the poor man may have no idea 
of what to do with his new-found gains. But it is proper here to take 
a long-run view and to think of transfers, not as single, casual acts, 
but as lasting modifications of income distribution. From this stand- 
point, as we have already argued, cutting down large incomes probably 
leaves the people whose incomes are cut with substantially as much 
satisfaction as before, while the poor, whose incomes are increased, 
gain both directly and also indirectly by having their desire attitudes 
pushed up. This reasoning will not appeal to anyone who believes that 
people now rich are different in kind from people now poor, having, in 
their fundamental nature, greater capacities for enjoyment—real high- 
grade Herrenvolk. For myself, however, I see no reason for believing 
anything of the sort. If we agree that representative members of the 
two groups are probably by and large pretty much alike, the argument 
from the law of diminishing utility holds. 

There are also incidental considerations available to support it. Thus 
it may well be that on the whole, in spite of the pleasure that some 
people take in contemplating the glories of Royalty and of “high-ups” 
generally, inequality itself damages happiness. For the odds are that 
the dwellers in hell are more annoyed at seeing the rich in heaven than 
the rich are pleased at seeing the poor in hell. To be “all in the same 
boat” is, for many, a consolation, even though the boat be a leaky one. 
On the whole then, for a one-commodity world we may feel reasonably 
confident, apart from possible reactions on potential real income, in 
this second crude welfare proposition. 

In a many-commodity world, as we have seen, it is physically mean- 
ingless to say that one real income is larger than another, except in the 
special case where the one contains more of some commodities and not 
less of any. In like manner, it is meaningless to say that A is richer 
than B in respect of real income unless A’s income contains more of 
some kind of commodities and not less of any. In like manner again, 
we cannot say that real income is transferred from A to B unless some 
commodities of some kinds are so transferred and none of any kind are 
transferred the other way. Thus plainly we cannot now appeal to the 
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law of diminishing utility in respect of real income in the straightfor- 
ward way that we were able to do in a one-commodity world. 

There is, however, a way round. Money income being homogeneous, 
the law diminishing utility can, of course apply to it. If it does apply 
to it, we can infer that transfers of money income from richer people 
to poorer people of similar desire attitudes increase economic welfare 
in exactly the same way as we can infer this about transfers in a one- 
commodity world. 

But are we entitled to say that the law of diminishing utility in fact 
holds of money income? A man does not buy different commodities in 
the same proportions when he has £100 as when he has £99. We must 
suppose that he will adjust his expenditure in the optimum manner 
for each several amount of income and associated set of prices. Hence, 
to say that the marginal utility of money income to him decreases 
as its amount increases must mean that the difference of satisfaction 
yielded by the marginal pound of a hundred pounds expended in the 
optimum manner is less than that yielded by the marginal pound of 
ninety-nine pounds so expended. This proposition cannot be derived 
from the Law of Diminishing Utility in respect of individual com- 
modities. It is a separate proposition. If it is to be accepted, this must 
be upon broad grounds of experience, reflection and conversation. On 
these grounds I myself feel reasonably confident that it is true. Granted 
this, again apart from possible reactions on potential real income, it 
follows that in a many-commodity world, no less than in a one- 
commodity world, transfers of money income from the relatively rich 
to the relatively poor (of similar desire attitudes) will increase eco- 
nomic welfare. This is so in spite of the fact that a large change in the 
distribution of money income in favour of the poor would probably re- 
duce the volume of saving, thus leading indirectly to a rise in the rate of 
interest and, through that, to a rise in aggregate money income. So long 
as potential real income is not also affected, this does not matter. The 
transfers and their direct consequences are still there, irrespective of 
the fact that also the aggregate number of counters that go to make 
up money income has been increased. 

Our conclusion in this matter is, however, as has already been indi- 
cated in cautionary parentheses, subject to a very important limitation. 
As everybody knows, transfers of money income from the better-to-do 
to the worse-to-do sections of the community must in practice he accom- 
plished, if they are at all large, with the help of steeply graduated taxes. 
These are likely in some measure to check effort, enterprise and the 
development of capital equipment; and so indirectly to reduce poten- 
tial real income. On the other hand, the fact that the relatively poor 
are made better off will certainly increase their ability to acquire skill 
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and to work hard, and may also increase their willingness. What will 
actually happen it is, of course, not possible to guess without a detailed 
study of the particular circumstances; and very likely not even then. 
No doubt, our fathers and grandfathers over-emphasized the dark and 
under-emphasized the bright side of the picture. None the less, it re- 
mains true that transfers may indirectly damage potential income so 
much that in the end they make against rather than in favour of 
economic welfare. Badly constructed schemes for giving poor people a 
“fairer share” of the national cake may even make the cake so much 
smaller that the absolute amount which they receive is actually re- 
duced. These considerations do not, of course, warrant our standing 
still and doing nothing at all. But they do suggest that in going forward 
we should move with reasonable care and probe for hidden minefields. 
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THE STATE OF WELFARE ECONOMICS* 
By Tipor Scirovskyt 


Welfare economics is that part of the general body of economic 
theory which is concerned primarily with policy. Some people would 
argue that all economics is or should be concerned with policy. With- 
out welfare economics, however, economic theory would be a collec- 
tion of techniques and the economist would be little more than a 
technician, a politician’s handyman, who has to wait for the latter to 
state his aims and can merely advise him on how to go about achieving 
those aims. Welfare economics supplies the economist—and the polli- 
tician—with standards, at least with some standards, by which to ap- 
praise and on the basis of which to formulate policy. Hence, whenever 
the economist advocates a policy, for example when he favors full 
employment or opposes governmental interference in economic affairs, 
he makes a welfare proposition. 

In the days of the classical economists, the whole body of economics 
was “political economy,” centered around the welfare problem. Adam 
Smith defined political economy as a branch of the art of legislation.’ 
The utilitarians, too, with their calculus of pleasure and pain, were 
interested mainly in the establishment of principles that can guide 
policy. Doubts whether the economist can establish such principles 
began, however, to arise at the beginning of this century, when we 
became aware of the insoluble difficulties that beset the economist 
when he tries to measure and compare different people’s utility. 

The ordinal nature of utility and the impossibility of interpersonal 
utility comparisons soon became axioms generally accepted by most 
people who were concerned with such matters; but the full implica- 
tions of all this for the usefulness of economics and of economists 
were not realized for a long time. The Cambridge economists, up- 
holders of the classical tradition, duly noted these difficulties and 
promptly dismissed them as unimportant. They regarded the attempt 
to avoid cardinal utility with the use of indifference curves as an 
ingenious tour de force and a plaything of the purist; and they con- 

* Paper read in Chicago at a joint session of the American Economic Association and 
the Econometric Society on December 30, 1950. 

+ The author is professor of economics at Stanford University. 

*Cf. Adam Smith, Wealth of Nations, Book IV, Introduction. 
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tinued as before to accept the law of diminishing marginal utility and 
to make the common-sense assumption that by and large different 
people derive the same satisfaction out of the same income. In the 
words of Alfred Marshall, “it would naturally be assumed that a 
shilling’s worth of gratification to one Englishman might be taken as 
equivalent with a shilling’s worth to another . . . until cause to the 
contrary were shown.”* Here the matter rested, and until about ten 
years ago most of the important publications on welfare economics, 
such as Pigou’s Economics of Welfare, and Kahn’s “Ideal Output,” 
continued to come from Cambridge, all based on the postulate of 
equality; that is, of the equal ability of different people to enjoy 
themselves. 

In the United States, the situation was very similar. Here, the attack 
on the utility theory came not only along the lines already mentioned 
but also from those who, like Professor J. M. Clark, called for a theory 
more firmly based on a study of human psychology. Here too, however, 
there were a few eminent economists who shared the common-sense 
views of the Cambridge School and were willing to retain the old utility 
theory for the sake of its obvious usefulness. Irving Fisher persevered 
in trying to measure utility. Professor Frank Knight expressed the 
view that the arguments for progressive taxation and for a greater 
equality of incomes were too important to be dismissed merely because 
we had not yet found a way of proving the underlying assumptions.* 
I believe that also Professor Chamberlin felt very much like Knight, 
at least to judge by his Theory of Monopolistic Competition, which 
was the only important work on welfare economics published on this 
side of the Atlantic during this period. 

The majority of theoretical economists, however, in America, in 
England, and on the Continent of Europe alike, were fully convinced 
by the argument that the utility calculus is inadmissible. They were 
willing to reject the measurability of utility, to refrain from inter- 
personal comparisons of utility, and to take the consequences—although 
few of them realized what the full consequences were. These were 
pointed out in 1932 by Professor Robbins.* He maintained that if 
economics was to have the objectivity of a science, economists may not 
make interpersonal comparisons and may not, in their capacity as 
economists, argue for or against any policy or change of policy that 
would make some people better and others worse off than they were 


* Alfred Marshall, Principles of Economics, 8th edition, p. 130. 


*Frank H. Knight, “Realism and Relevance in the Theory of Demand,” Jour. Pol. 
Econ., Vol. LII, No. 4 (Dec., 1944), pp. 289-318. 


‘Lionel Robbins, An Essay on the Nature and Significance of Economic Science (London, 
1932). 
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before. Considering that practically every economic change favors some 
and hurts other people, Professor Robbins was, in effect, barring him- 
self and his colleagues from any policy recommendations whatever. 

There must have been many economists who disliked these con- 
clusions; but they were unable to refute them. Accordingly, apart 
from the above-mentioned exceptions, welfare economics ceased to 
exist at this stage. Students were taught the behavior of the firm under 
pure and under monopolistic competition; but they were rarely taught 
what in my opinion is the only justification of even mentioning pure 
competition, namely that it leads, or would lead, to an efficient alloca- 
tion of resources and an efficient organization of production. It is highly 
paradoxical that the theory of allocation under pure competition, 
which used to be the justification of Jaisser faire in the days of the 
classical economists, ceased to be part of the curriculum in the ’twenties 
and ’thirties, and had to take refuge under a pseudonym, as the eco- 
nomic theory of socialism. As is well known, Barone’s “The Ministry 
of Production in the Collectivist State” and Lerner’s and Lange’s writ- 
ings on the Economic Theory of Socialism are our main sources for 
the modern theory of optimum welfare under pure competition; and a 
recent restatement of this theory by Professor Bergson was published 
in a paper entitled “Socialist Economics.” The reason, of course, for 
this paradoxical state of affairs is that apart from the Cambridge econo- 
mists, only the socialist writers and writers on socialism could accept, 
without further ado, the postulate that men are equal in their ability 
to enjoy life. Most other economists studiously avoided the subject of 
welfare economics as unscientific; and, for the sake of maintaining their 
status as scientists, they were willing to become technicians, con- 
cerned solely with observation, description, classification, and the col- 
lection of data. If most of them nevertheless continued to praise com- 
petition, to condemn tariffs, or to advocate a neutral monetary policy, 
they did so out of sheer habit, not realizing that if economists are to 
refrain from interpersonal comparisons of utility, they may not express 
a preference between monopoly and competition, protectionism and 
free trade, or inflation and price stability. 

The reaction to this state of affairs came in the late ’thirties. Frus- 
trated by their inability to answer the pressing questions posed by the 
depression, and realizing that Keynes’ General Theory provided them 
with the answers, or at least with some of the answers sought, many 
economists seemed to throw scientic objectivity to the winds in their 
desire to render themselves useful. The choice between prosperity and 
depression, between a high and a low national output seemed so 
obvious and so easy to make that few if any economists stopped to 
ask themselves whether they had made their choice on objective and 


i ‘ 
i 
: 
at 
ay 
| 
By 
| 
| 
' 
. 
we 


306 THE AMERICAN ECONOMIC REVIEW 


purely scientific grounds. A whole new generation of economists, and 
many members of the old, wholeheartedly advocated full employment, 
full-employment output, and policies aimed at maintaining full em- 
ployment. Here then, in a way, was a rebirth of welfare economics; 
and few of Keynes’ pupils and followers worried over any possible 
loss in their status as scientists that their policy recommendations 
might involve. 

It is well to remember, however, that there was such a loss, at least 
by the standards established by Professor Robbins. For a comparison 
of the relative merits of prosperity and depression does involve an 
interpersonal comparison of utilities. The overwhelming majority of 
people may be better off in times of prosperity; but there are some, 
however few, who live on fixed incomes or accumulated savings, and 
who, in depression, can “pick up bargains,” as one economist has put it, 
that are not available to them in times of prosperity. The economist, 
therefore, who favors prosperity and advocates a policy of full em- 
ployment makes an implicit value judgment. He implies that the gain 
of those millions who benefit by prosperity is in some sense greater 
or more important than the loss of real income suffered by those few 
whose money incomes are fixed. 

Strictly speaking, such an assumption is not objective and not 
scientific. Nevertheless, most people feel instinctively that it is right. 
This fact explains why most economists were undaunted in their 
advocacy of a high level of income and employment; and it also 
explains, I believe, the recent revival of interest in welfare economics 
and the re-examination of its foundations. 

The new discussion of the basis of welfare economics was opened 
in 1938, significantly enough by a pupil of Keynes, Mr. Harrod. He 
stated, and I quote, “If the incomparability of utility to different 
individuals is strictly pressed, not only are the prescriptions of the 
welfare school ruled out, but all prescriptions whatever. The economist 
as an adviser is completely stultified, and . . . he had better be sup- 
pressed completely. No,”—Harrod protests—‘“some sort of postulate 
of equality has to be assumed. But it should be carefully framed and 
used with great caution.’”” In other words, Harrod felt that without 
welfare economics, the economist would be completely useless and 
without function in society. He was willing therefore to follow in the 
path of the Cambridge school, to relinquish the economist’s claim to 
scientific objectivity, and to let him assume the equality of man for 
the sake of maintaining his usefulness as an adviser and policy maker. 
I believe that the person who came the nearest to carrying out what 


*R. F. Harrod, “Scope and Method of Economics,” Econ. Jour., Vol. XLVIII, No. 
191 (Sept., 1938), p. 397. 
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Harrod advocated was Professor Abba Lerner. Standing very close to 
the Cambridge school, he maintained throughout an active interest in 
welfare economics; and he tried, in his Economics of Control, to 
justify the assumption of equality on a probability basis. Professor 
Friedman, however, in his review of Lerner’s book,’ has shown that 
this attempt was not altogether satisfactory. 

At the same time that Harrod advocated a cautious return to the 
postulates of the classical and neo-classical economists, there arose two 
new schools of thought that tried, each independently of the other, to 
restore the economist to his position of policy maker without the 
necessity of assuming the equal ability of different people to enjoy life. 

The first of these schools is associated with the names of Kaldor, 
Hicks, and Hotelling, and is generally called the new welfare economics. 
The second school, which is associated with the names of Bergson and 
Samuelson, has developed the concept of the social welfare function. 


The New Welfare Economics 


The new welfare economists, despite their name, actually said little 
that was new. They accepted the usual simplifying assumptions of 
Pareto and Barone: to wit, the independence of different people’s satis- 
factions and the absence of external economies and diseconomies. On 
these assumptions, they were able to segregate the conditions of opti- 
mum welfare into two groups and deal with them separately under the 
headings of efficiency and equity. This device was already known to 
Pareto but was more fully developed and explicitly stated by Lange.’ 
Since virtually all changes in economic policy or institutions affect both 
the efficiency of the economic system and the distribution of welfare it 
gives rise to, one would think that all economic changes ought to be 
judged by standards both of efficiency and of equity. The new welfare 
economists, however, maintained and set out to show that the econo- 
mist is justified in making policy recommendations on the basis of 
efficiency considerations alone. Their critics, notably Professor Samuel- 
son and Mr. Little, argued that they failed in this attempt. In my 
opinion, this criticism is not wholly justified; and it will be well there- 
fore to restate the arguments of the new welfare economists. 

To prove their point, the new welfare economists have advanced two 
arguments, which are really separate and different from each other, 
although their authors do not seem to have been aware of this fact. 
One of these arguments does not, in my opinion, stand up under 
scrutiny; but the other is valid, at least if certain special institutional 


*Cf. Journal of Political Economy, Vol. LV, No. 5 (Oct., 1947), pp. 409-11. 
‘Oscar Lange, “The Foundations of Welfare Economics,” Econometrica, Vol. 10 (July- 
Oct., 1942), pp. 215-28. 
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conditions are fulfilled. The first argument is usually attributed to 
Dr. Hicks, although it was first and most rigorously stated by Pro- 
fessor Hotelling. In a 1938 article in Econometrica, Professor Hotelling 
raised the question whether it would not be better to pay for the con- 
struction of bridges and tunnels, and for public utilities at large, out 
of general taxation rather than out of tolls and rates levied on the 
users of public utilities.* He recalled Pareto’s definition of an efficient 
economic organization, under which no one could be made better off 
without making someone else worse off. Any change in policy or 
institutions, therefore, that improved efficiency could, if accompanied 
by an appropriate system of compensations and collections, render 
everyone better off than he was before. Hotelling believed that “such 
adjustments would not in fact be made; that the general well-being 
would be purchased at the expense of sacrifices by some; and that 
it is unjust that some should gain at the expense of others, even when 
the gain is large and the cost small.”® Nevertheless, Hotelling felt that 
in the case he was considering, the economist was justified in making 
policy recommendations and basing these recommendations on the 
criterion of efficiency alone. For he conceived of economic policy in this 
field as a succession of many small changes, each of which would bring 
the system closer to perfect efficiency, and each of which would re- 
distribute welfare in a random fashion. If this were so, the successive 
redistributions would cancel each other out and leave the improvement 
in efficiency as the net result, so that everybody would be better off 
in the end. Bearing in mind that Hotelling was concerned not with 
economic policy at large but with a rather restricted and special prob- 
lem, his assumptions and conclusions can probably be accepted. 
Doubts as to the validity of Hotelling’s argument arise only when it 
is elevated into a general principle and made applicable to all economic 
policy recommendations. This is what Dr. Hicks has done. His argu- 
ment, in his own words, runs as follows. “If a community were 
organized on the principle of making all alterations which were im- 
provements [in the efficiency sense], then, although we could not say 
that all the inhabitants of that community would be necessarily better 
off than they would have been if the community had been organized 
on some different principle, nevertheless there would be a strong 
probability that almost all of them would be better off after the lapse 
of a sufficient length of time.”*® On the strength of this argument, 
Hicks maintains that economists can and should make policy recom- 


* Harold Hotelling, “The General Welfare in Relation to the Problems of Taxation and 
of Railway and Utility Rates,” Econometrica, Vol. 6 (July, 1938), pp. 242-69. 

*Op. cit., p. 258. 

” J. R. Hicks, “The Rehabilitation of Consumer’s Surplus,” Rev. Econ. Stud., Vol. VIII, 
No. 2 (Feb., 1941), p. 111. 
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mendations on the basis of efficiency considerations alone. This attitude 
has been criticized, correctly I believe, by Mr. Little. He points out that 
some economic changes may occasion major changes in distribution, 
that we cannot prove the randomness of different redistributions; and 
that for both these reasons we cannot expect successive redistributions 
of welfare to cancel out and offset each other. Accordingly, Mr. Little 
concludes that Hicks is wrong in urging the economist to ignore the 
problem of distribution and base his recommendations on efficiency 
considerations alone.“ 

Having examined and rejected one of the arguments of the new 
welfare economists, we can now turn to the second argument, which has 
been advanced by Mr. Kaldor.’* Kaldor believes, just like Hicks, 
though for different reasons, that the economist should favor all changes 
in economic policy that improve the efficiency of the economic system, 
even when they inflict losses upon some people and independently of 
whether or not these people are compensated for their lossses out of 
the gainers’ gains. Kaldor seems to think of every decision affecting 
economic policy as consisting of two parts: the economic decision 
whether or not to make the change itself, and the political decision 
whether or not to compensate the losers in case the change in policy is 
made and inflicts losses on some people. He advocates that the econo- 
mist should take an active part in making the first part of this decision 
and base his recommendations on efficiency considerations alone, 
because, according to Kaldor, the economist can rely on others to take 
care of the distributive aspects of the problem. If I interpret Kaldor 
correctly, he has in mind a community whose political representatives 
are fully conscious of the problem of distribution and are willing to take 
full responsibility for maintaining an equitable distribution of income. 
In such a community, the economist can make policy recommendations 
on the basis of efficiency considerations alone, because he can rest 
assured that if his recommendations are followed and result in a 
redistribution of income which the community considers undesirable, 
this will be corrected as a matter of course through a system of com- 
pensations. In other words, the economist can forget about the problem 
of distribution, provided that others are willing to take care of it. 

This is likely to be the case in a socialist economy; and generally 
in an economy where the public regulation of economic affairs and 
public responsibility for a satisfactory distribution of income are the 


"YT. M. D. Little, A Critique of Welfare Economics (Oxford, 1950), Chap. VI. 

" Nicholas Kaldor, “Welfare Propositions of Economics and Interpersonal Comparisons 
of Utility,” Econ. Jour., Vol. XLIX (Sept., 1939), pp. 549-52. It is worth noting that Hicks 
has endorsed Kaldor’s argument in his “The Foundations of Welfare Economics,” Econ. 
Jour., Vol. XLIX (Dec., 1939), pp. 696-712. The position, however, that Hicks took in 
the later article cited above suggests strongly that he was not aware of the difference 
between Kaldor’s argument and his own. 
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rule rather than the exception. It may well be that the England of 
today is such a community; and that in England, therefore, economists 
can concentrate on the improvement of efficiency and rely on parliament 
to take care of the maintenance of equity. Kaldor’s argument, however, 
has no universal validity. I doubt for example if it could be applied in 
the United States or in the England of the time when Kaldor’s article 
was written. This is not to imply that Congress or Parliament in the 
free enterprise economy is not concerned with the equity of income 
distribution. Progressive taxation and social insurance testify to the 
contrary. Nevertheless, there is a presumption in the free enterprise 
economy against the State correcting the income distribution brought 
about by the market mechanism. This militates against any economic 
policy that would have to be accompanied by a payment of subsidies 
or compensations. In other words, the effects of an economic policy on 
efficiency on the one hand and on income distribution on the other hand 
cannot—as a rule—be separated in a free enterprise economy, because 
in such an economy compensation payments are not feasible politically. 
This implies that in the free enterprise economy all economic policies 
must be appraised by their effects on efficiency and equity simultane- 
ously; and no recommendations can be made on the basis of one of 
these criteria alone. I would conclude, therefore, that while the new 
welfare economics has, in Kaldor’s argument, provided the economist 
with a guide to policy in some communities, this guide has no universal 
validity and provides no basis on which for example we, in the United 
States, could make policy recommendations. 

Before proceeding, I want to mention in passing another criticism 
that has been levelled against the new welfare economics. This criticism 
has to do with Kaldor’s compensation principle. According to this 
principle, the test of increased efficiency is that the gainers from a 
change can more than compensate the losers. This is a very simple 
test; but there are two objections to its use. One is that the compensa- 
tion principle makes use of the consumer’s surplus concept. Professor 
Samuelson has argued that this is so treacherous a tool that it is better 
not to use it, especially since there exist other and more satisfactory 
tools that serve the same purpose.’* The other objection is that in 
certain exceptional cases it is impossible to decide which of two alterna- 
tive situations is more efficient; and one may get the paradoxical result 
that each situation is more efficient than the other. This objection, which 
I raised in 1941,"* applies equally to the compensation principle and 

‘ieee The Foundations of Economic Analysis (Cambridge, Mass., 1947), 
pp. 195 ff. 


“Tibor Scitovsky, “A Note on Welfare Propositions in Economics,” Rev. Econ. Stud., 
Vol. IX, No. 1 (Nov., 1941), pp. 77-88. 
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to any other test of efficiency; but it probably is not very important. 
For the paradoxical result cannot arise in a closed economy, so that 
the objection applies only to certain welfare propositions in the theory 
of international trade. This fact was stressed in my 1941 Note; it was 
lost sight of in the ensuing discussion; and only recently was it restated 
and proved rigorously by Graaff.** I believe that Graaff’s article should 
have cleared up and put an end to this particular controversy. 


The Social Welfare Function 


Let us examine next the other new approach to welfare economics, 
that of Professor Bergson,** which has been endorsed and further de- 
veloped by Professors Samuelson and Tintner. Bergson defines a social 
welfare function, which may be regarded as a function either of the 
welfare of each member of the community or of the quantities of 
products consumed and services rendered by each member of the com- 
munity. This social welfare function is completely general. It can take 
into account external economies and diseconomies as well as the de- 
pendence of one person’s satisfaction on other people’s welfare. In 
fact, the social welfare function, as Bergson defines it, is so completely 
general that it is impossible to tell, on the basis of internal evidence 
alone, what use Bergson wanted to make of it. It may be that he aimed 
merely at a formal and rigorous restatement of the main problems of 
welfare economics. If so, he certainly has clarified the issues and 
facilitated further work in the field. Bergson’s work, however, has 
been hailed as a major contribution to welfare economics on the basis, 
I believe, of a more positive interpretation of it. Accordingly, I too 
shall put this interpretation on Bergson’s social welfare function and 
appraise it on this basis. 

The social welfare function can be thought of as a function of each 
individual’s welfare, which in turn depends both on his personal well- 
being and on his appraisal of the distribution of welfare among all 
members of the community. It would seem therefore as though the 
social welfare function would solve the fundamental problem of wel- 
fare economics and make it unnecessary for the economist to decide 
what is a desirable distribution of welfare. For the social welfare func- 
tion is a kind of collective utility function, which expresses everybody’s 
preferences relating not only to his personal satisfaction but also to 
the state of the entire community and to the distribution of welfare 
among the members of the community. Hence, one might think that the 


*J. de V. Graaff, “On Optimum Tariff Structures,” Rev. Econ. Stud., Vol. XVII (1), 
No. 42 (1949-50), pp. 47-59. 

* A. Bergson, “A Reformulation of Certain Aspects of Welfare Economics,” Quart. Jour. 
Econ., Vol. LII, No. 4 (Feb., 1938), pp. 310-34. 
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economist could concentrate on stating the conditions that would maxi- 
mize the social welfare function and on advocating the economic policy 
that would bring about these conditions; and that he could rest assured 
that this would bring about the economic system that conforms most 
closely and in every respect to the preferences of the community. 
Unfortunately, however, the social welfare function so interpreted 
has not, or at least not yet, fulfilled the hopes that it seemed at first 
sight to have held out. For the construction of a social welfare function 
raises two very serious problems. One is the problem of specifying the 
shape of the social welfare function and its exact dependence on the 
welfare of each individual. At first sight, the use of the social welfare 
function would seem to relieve the economist from the necessity of mak- 
ing any value judgment at all. It looks as though he would not need 
to decide what is the most desirable distribution of welfare, because 
the social welfare function itself expresses the community’s opinion 
on this subject. All that the economist would have to do therefore would 
be to see to it that the actual distribution of welfare conforms to 
society’s preferences as expressed by the social welfare function. 
The problem, however, is not quite so simple as this. For the shape 
of the social welfare function must somehow be determined; and this, 
to put it crudely, amounts to determining the relative weights attached 
to each individual’s preferences when these are aggregated into the 
social preference function. Should everybody’s preferences be given 
equal weight, or, if not, on what principle should different weights be 
allotted to different people’s preferences? Most people would probably 
feel instinctively that everybody should be given an equal vote; but 
let us remember that it was the same instinct that led earlier generations 
of economists to give equal weights to different people’s satisfactions. 
Do we stand on surer ground when we give people equal votes than 
did the classical economists when they assumed that everybody has 
the same ability to enjoy life? I doubt it. But even if we did, to de- 
termine the shape of the social welfare function would still involve a 
value judgment, which presumably would have to be made by the 
economist. It appears therefore that the introduction of the social 
welfare function has not really solved the economist’s problem. It has 
indeed taken off his shoulders the responsibility for attaching weights 
to different people’s satisfactions or welfare; but it has imposed upon 
him the new and very similar responsibility of attaching weights to 
different people’s opinions and preferences. 
Furthermore, there is also a second objection to the use of the social 
welfare function, which has been pointed out by Professor Arrow."* 
“ Arrow’s work on this subject has appeared in several forms and in several places. For 


the simplest formulation of his contribution see Kenneth Arrow, “A Difficulty in the 
Concept of Social Welfare,” Jour. Pol. Econ., Vol. LVIII, No. 4 (Aug., 1950), pp. 328-46. 
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He has shown that if a choice is to be made from among more than 
two alternatives, we cannot, in general, construct a social welfare func- 
tion that could be regarded as a true representation of individual prefer- 
ences and would at the same time lead to a consistent and non-contradic- 
tory social ordering of all available alternatives. By a true representation 
of individual preferences is meant, in this context, a social ordering that 
is positively correlated with individual preferences, one that is inde- 
pendent of the presence or absence of irrelevant alternatives, and one 
that is determined neither by the wishes of a dictator nor by mere con- 
vention or tradition alone. In short, Arrow shows that we cannot, in 
general, construct a social welfare function in a way that fulfills the 
above simple and reasonable requirements without getting involved in 
a contradiction. 

It would take too long to reproduce Arrow’s argument; but I will 
reproduce a simple example he gives. Imagine a community of three 
people, X, Y, and Z, who have to choose from among three alternative 
social policies, A, B, and C. X prefers A to B, B to C, and hence also 
A to C. ¥ prefers B to C, C to A, and hence also B to A. Z prefers 
C to A, A to B, and hence also C to B. If we then give each person’s 
preferences equal weights, we can try to construct a social preference 
function on the basis of majority rule. Since two out of three people 
prefer A to B, we have a social preference for A over B. On the same 
basis there is a social preference also for B over C. From this it 
follows that there must also be a social preference for A over C. But 
two out of three people prefer C to A, so that there is a social prefer- 
ence also for C and A. Hence, majority rule in this example leads to a 
contradictory social preference function. 

Arrow’s objection does not rule out altogether the use of the social 
welfare function. It only demonstrates the limitations of the approach. 
His work can be regarded as a rigorous proof of a truth that has been 
known for a long time; namely, that democratic procedure does not 
always work. Further research in this field therefore will have to 
concentrate on finding the special conditions under which a non- 
contradictory and meaningful social welfare function can be con- 
structed; or in other words, under which democratic procedure can 
function. 

Some work along these lines has already been done in the field of 
political theory by Mr. Duncan Black of Glasgow University.“ He 
has shown that the political preferences of a group, as expressed in 
the passing of a bill or the election of a candidate, can always be said 
to represent, in a meaningful sense, the preferences of the members of 

*Duncan Black, “The Rationale of Group Decision-Making,” Jour. Pol. Econ., Vol. 


LVI, No. 1 (Feb., 1948), pp. 23-34; and also his “The Decisions of a Committee Using a 
Special Majority,” Econometrica, Vol. 16, No. 3 (July, 1948), pp. 245-61. 
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the group, provided that the alternatives from among which choice 
is made can be ordered along a (one-dimensional) scale from, say, 
left to right, and provided that all the members of the group, while 
they may differ in their preferences, agree on the order in which the 
alternatives are arranged from left to right. 

These conditions, for instance, would rule out Arrow’s example. 
Think of A as a leftist policy, B as a middle-of-the-road policy, and 
C as a rightist policy. Then X is a leftist, Y is a middle-of-the-roader ; 
but there is something wrong with Z. His first choice indeed is the 
rightist policy C; but his second choice, A, violates Black’s conditions. 
For Black would have a rightist person take the middle-of-the-road 
policy as his second choice; and in that case, of course, Arrow’s contra- 
dictory result would not arise. 

It so happens that in the political sphere the above condition is 
quite often satisfied, although there are some conspicuous instances 
in recent history when it was not satisfied. The obvious example is 
the “tactical” alliance in Germany between communists and nazis 
shortly before Hitler’s accession to power, with its disastrous results. 

In the economic field, the available alternatives cannot as a rule be 
reduced to a one-dimensional ordering; and in this field therefore the 
restriction to be imposed for ensuring the existence of a meaningful 
social welfare function will probably have to be of an entirely different 


nature. As far as I am aware, no work has been done as yet to dis- 
cover what these minimum restrictions are. One can only guess that 
some minimum degree of agreement and uniformity of preferences will 
be required to ensure the existence of a social welfare function in the 
economic sphere. 


The Emergence of a Constructive Theory of Welfare Economics 


So far, then, the outlook seems rather bleak. Neither the new welfare 
economics nor the social welfare function has provided the economist 
with an answer to his dilemma. But the situation is not quite so bad. 
Arrow’s criticism of the social welfare function and Black’s work in 
the political sphere have at least pointed the way along which construc- 
tive work in this field will have to be done. As to the new welfare eco- 
nomics, its discussion by sympathetic critics and by critical sympathizers 
has already yielded some constructive results. Most of these have to be 
found in reading between the lines; but some of them are contained in 
Little’s Critique of Welfare Economics. 

One definite conclusion that has emerged from the welfare contro- 
versy is that while in some cases and in some communities the econo- 
mist can make policy recommendations on efficiency grounds alone, 
in our society he cannot usually do so but must take into account also 
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considerations of distribution and equity. When he does so, the econo- 
mist necessarily introduces a value judgment into his recommendations. 
In our society, therefore, the economist must make a choice. If he wants 
to maintain strict objectivity, he becomes a technician; if he wants 
to advise on policy, he must in most cases relinquish his claim to the 
objectivity of a natural scientist. 

My feeling is that most economists who choose the latter réle are 
not unduly disturbed by the price they have to pay for their position 
as advisers. After all, it is the function of social science to make judg- 
ments and recommendations on the distribution of welfare; and not 
only is the economist a social scientist, he is probably the best qualified 
among social scientists to deal with this subject. 

But if the economist takes it upon himself to make policy recom- 
mendations, and does so, as indeed he must, on the basis of both 
efficiency and equity considerations, it is essential that he should be 
fully conscious of this fact, and that when he makes his recommenda- 
tions he should make it absolutely clear and explicit on what basis he 
has arrived at them. 

Needless to say, if the economist’s recommendations are to command » 
assent, his judgment on equity must conform to the judgment of public 
opinion, For example, when economists advocate the maintenance of 
full employment or of price stability, their recommendations carry 
weight, because their implied judgment on equity coincides with that 
of public opinion. Nevertheless, the economist cannot disclaim responsi- 
bility for having made a value judgment on the ground that he was 
only interpreting the preferences of society as a whole. For to begin 
with, in so arguing he would make the implicit value judgment that the 
majority opinion fully represents and should determine society’s 
preferences. Secondly, as Arrow has shown, society’s preferences may 
be inconsistent and contradictory; and in such cases they can certainly 
not serve as a guide for the economist to follow. Thirdly, there probably 
exist wide areas of choice where a judgment must be made but where 
the majority of people are unable to make a judgment because they 
are ill-equipped for it. 

For all these reasons, the economist must make his own judgment and 
assume full responsibility for it. He may not be able to go against public 
opinion; but he must lead rather than interpret it. This, I am afraid, 
is a very commonplace conclusion to end with; but it is, I believe, the 
only conclusion to be drawn from the current controversy on welfare 
economics. 
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SOME NOTES ON MR. HICKS AND HISTORY 
By W. W. Rostow* 


A considerable «portion of the current effort of economic theorists 
is being brought to bear on the relationship between short-run *"1ctua- 
tions in income, output, and employment, on the one hand, and the 
rate of economic progress, on the other. This effort clearly brings 
the historian and the theorist closer to a common perspective’ — the 
economic process, for the economic historian has hitherto mainly con- 
cerned himself with a more or less purposeful description and analysis 
of the sequence of economic development in various regions. The 
present note constitutes a few interim observations on the theoretical 
structure which has thus far emerged. Its purpose is to suggest the 
possibility of certain refinements and elaborations in the existing 
models and to focus the attention of historians and other empirical 
investigators on certain problems of fact whose solution may assist 
the elaboration of an improved theoretical framework for the under- 
standing of the growth and fluctuations of economies. This note is 
organized as a series of discrete comments on the model presented by 
Mr. J. R. Hicks in A Contribution to the Theory of Trade Cycle.* As 
Mr. Hicks has underlined, his study is part of a growing stream of con- 
cepts and speculation. Nevertheless, his formulation is a convenient 
point of departure. 

Fluctuations in Mr. Hicks’s system reflect levels of total investment 
which are inappropriate to the long-run rate of increase of output, 
in a progressive economy. These inappropriate fluctuations in total 
investment result from the interplay of the multiplier and the ac- 
celerator, when their values are taken at certain levels. In his view, it 
is likely that the levels of investment induced by a rise in income 
will yield a spiral of investment and income increases which the system 
will reject as inappropriate. The form of that rejection is an upper 
turning point and downward spiral in output initiated by the existence 
of bottlenecks in capacity which throttle the increase in output and, 
through the accelerator, lower investment, income and, in turn, 
investment. 

* The author is associate professor of economic history at the Massachusetts Institute of 
Technology. 

1 Oxford, 1950. 
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To an historian a striking divergence between this model and the 
life of economies is that the model fails to take account of and to 
explain a fundamental characteristic of the history of new investment; 
namely, that investment has varied in its composition over time and 
that each trade expansion is characterized, and even dominated by, 
certain leading types of new investment. There is, of course, within 
the boom a generalized expansion of new investment, despite the fact 
that certain types of investment, of expected low yield, may be 
diminished. Nevertheless, a theory relating the business cycle to the 
course,of economic progress should offer some explanation for the 
tendency of the composition of new investment to alter; for economic 
progress has consisted, in large part, of leading bursts of investment, in 
difi.sont directions, in the course of successive cycles, and the sec- 
ondary consequences of such bursts. 

Briefly, the sort of model which would better suit the historian is 
one in which there was not simply a single ceiling of capacity (like Mr. 
Hicks’s F curve); but, related to such a curve, there was a complex 
of curves, each indicating an optimum course for output and capacity 
in different sectors of the economy.” 

The determinants of these sub-curves would be, essentially, two: (a) 
the level of demand for particular commodities and services as de- 
termined by the growth in population and income (adjusted for changes 
in taste); and (b) the technical potentialities in each branch of eco- 
nomic activity. There are few difficulties in conception with respect 
to (a). One can envision a level of wheat acreage and production, 
cotton acreage and production, coal output, and even forms of in- 
dustrial plant and transport facilities which would be appropriate to 
the long-run rate of growth at constant levels of techniques. With 
respect to technical possibilities, however, it seems likely that a theory 
of progress will have to look at invention and innovation in a some- 
what different way than is now usual. Current theory tends to take 
invention as a factor outside its system of thought. Thus, in Mr. Hicks, 
the distinction between autonomous and induced investment. Industrial 
invention, or better, the application to industry of new technical possi- 
bilities is better regarded as a flow, the size of which is a function of 
certain mixed economic and social variables in a society, the direction 
of which, in substantial part (but not exclusively), is determined by 
recognizable economic incentives. 

The amount of its talent which a society devotes to science and the 
application of science to industry, and the eagerness of entrepreneurs 

? These curves would conform more nearly to a complex of Mr. Harrod’s Gn curves 


than to Mr. Hick’s F line. R. F. Harrod, Towards a Dynamic Economics (London, 1948), 
pp. 87 ff. 
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to seize upon such possibilities and apply them reflect the whole temper 
of a society at particular periods.* It is not difficult to recall countries 
in which the flow (e.g., British vis-a-vis France, from 1815 to 1848)* 
is high relative to other countries at the same time; or to chart within 
countries alterations in the size of this flow from period to period (e.g., 
Britain from 1873 to 1896 vis-a-vis Britain in the pre-1914 years). 
The fact that such a flow may not be, strictly speaking, measurable 
should not discourage the introduction of some such concept. This 
is only one of the fundamental factors determining the rate of economic 
development, the roots of which must be found in social factors diffi- 
cult or impossible to measure. As for the direction which industrial 
inventiveness takes and the directions in which it is applied, we can 
look in substantial part, to recognizable economic inducements. There | 
may be in the productive process, within a given industry or within the 
economy as a whole, a flagrant lack of balance, perhaps, induced by 
a higher degree mechanization in one stage of the productive process 
than another.’ Such a lack of balance will set up a strong incentive 
for inventive talent to concentrate on the problem of evening up the 
level of technique. The eagerness with which entrepreneurs seize upon 
and apply the new potentialities is also a function of recognizable 
economic incentives, related among other factors, to the stage and rate 
of growth of the industry. The incentive may be strong not only at a 
period of rapid rate of growth; falling prices in agriculture, for example, 
appear to have induced the application of improved techniques at 
various stages over the past century. Even public investment, which 
is treated by Mr. Hicks as autonomous, has, in the past, in large part 
reflected the demand for basic public utilities and services which were, 
in turn, largely a function of population and income growth. In short, 


* Similar factors must be invoked to account for the quality of the working force coming 
forward, changes in birth rates, changes in the political environment of the economy, etc. It 
would be helpful to much general historical and social research going forward if economists 
were to define with precision the social variables they would wish to see investigated, 
and to leave explicit place for such social variables in the slope and contour of the lines 
of growth they tend to draw in their models. Similarly, a conscious effort should be made 
by historians and other social investigators to make their empirical research bear directly 
on the factors relevant to economic development. 

*In effect, there are two flows here, related but at times useful to distinguish: the 
flow of new potentialities, issuing from industrial and scientific laboratories and less highly 
organized men of ingenuity; and the actual flow of such potentialities into economic 
practice. There may be cases where the propensity to invent is high, the propensity to 
apply is low, and vice versa. 

* See, for classical examples, T. S. Ashton, The Industrial Revolution, 1760-1830 (London, 
1948), pp. 91-92. For short-period variations in the demand for invention in relation 
to supply compare Ashton’s series for the number of British patents with the trade cycle 
pattern from 1790 to 1830 (Table 1, p. 229, “Some Statistics of the Industrial Revolution 
in Britain,” The Manchester School, May 1948.) 
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it seems possible and useful to narrow the range accorded to autono- 
mous investment and to treat the flow of applied technical possibilities as 
a function of the social and economic state of a society, and its charac- 
ter as mainly related to economic incentives. From the whole potential 
flow in each cycle, the investors (capital market, agriculture, and in- 
dustry) select those which appear most profitable. 

One is, nevertheless, left with several forms of investment which 
might be regarded, still, as autonomous; investment in wars; conscious 
counter-cyclical government investment; investment in technical possi- 
bilities opened up by random discoveries not related to clear-cut prior 
economic inducements; investments in the mining of precious metals, 
induced by adventitious discoveries.® 

Long-run equilibrium could thus be represented by an over-all 
optimum rate of growth in output, with sub-levels indicating the ap- 
propriate level of output in different sectors of the economy, with a 
margin left for distortions and odd events. 

What a theory of the trade cycle in relation to this kind of model 
must take into account is the fact that: (a) investment in these various 
sectors of the economy has proceeded at irregular and disjointed rates, 
fluctuating, in effect, above and below the abstract “optima”;* and (b) 
that cycles in the past have been characterized, or even dominated, by 
disproportionate investment in certain directions, as opposed to others. 
Not only has investment in general been disjointed, which is the basis 
for Hicks’s and other models, but investment has been disproportionate 
in various sectors of the economy.® 

The leading directions of new investment in each boom can in large 
part be related to disequilibria as between the optimum rates of 
growth in certain sectors and the levels of capacity existing just prior 
to the boom; for example, the world-wide boom of the 1830’s in sub- 
stantial part (but not exclusively) had as its focus, a falling behind in 
raw cotton production in relation to the industrial demand for raw 


° There is some doubt as to whether the latter two forms of investment should be regarded 
as autonomous; for, although the invention or discovery may not be the result of an 
accretion of efforts induced by evident economic requirements, their selection for exploita- 
tion as opposed to other avenues for investment, is part of the economic process. 

‘Further reflection and investigation might well indicate that the optimum complex 
of growth curves assuming continuous full employment and appropriate investment was 
higher than the ex post trend lines we can draw from the performance of an economic 
system subject to fluctuations in employment and investment following patterns which 
are inappropriate in their composition. The “optima” referred to here are empirical, 
ex post optima, rather than the equilibrium “optima” referred to above. 

*In this context the disproportion would consist in higher levels of investment in 
certain sectors than the proportion decreed by the optimum pattern of development. 
Appropriate investment need not be proportionate to the percentage net contribution of 
each sector to the national income. 
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cotton. This took the form in the early ‘thirties, of a rising price for 
cotton and falling cotton stocks in the textile manufacturing regions 
of the world; and it was followed by a massive land boom, with ac- 
companying transport development. The American land boom (induced 
by forces wider than the cotton price) was the center of world-wide 
boom, although the forms of investment pursued in its course were more 
general. 

One can find other booms where relative price movements presented 
inducements to expand wheat acreage, wool production, meat pro- 
duction, coal production, and so forth; and where the character of 
investment in the boom reflects a prior disequilibrium in one or more 
particular sectors of the world economy. One can deal similarly with 
booms where the central phenomenon is investment in a new industry, 
involving the exploitation of technical potentialities.. Here the form 
of inducement may not be a rising price but the possibility of lower 
costs in the face of a constant or even falling price. 

A second empirical fact which must be introduced into a satisfactory 
theoretical model is the persistent tendency for the expansion in 
capacity in the leading sectors to be carried too far, yielding, toward 
the end of the boom, a conscious prospect of a level of capacity higher 
than that which would be required in those particular sectors of the 
economy in terms of the optimum model. To explain this phenomenon 
one cannot evade an evocation of the institutional setting for new 
investment. 

The major lines of new investment were (over, say, the past 150 
years) mainly determined by the actions of individuals and private 
institutions; but they were not atomistically determined. In the long- 
term capital markets, and even in the larger industries, those responsi- 
ble for investment were operating off common information and common 
stimuli. They received and exchanged (perhaps over lunch) the same 
rumors and news. They watched and were influenced by the same set of 
market phenomena, the same kinds of leadership. These determined a 
common view of the expected level of profitability in certain lines of 
new investment. Thus, those making investment decisions tended to 
move together. 

And to explain the classical “manias” which characterized many 
booms one must, in effect, invoke some version of social phychology. 
For the flagrant characteristic of the latter stages of many business ex- 
pansions was the expectation of extremely high yields in particular 
directions; #.e., demands for capital which were high and inelastic, and 
out of accord with the real possibilities for future yield, given the 
volume of investment in fact going forward in those lines and the 
whole optimum course of economic development: e.g., Latin American 
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mining shares (1825); American state bonds and cotton land (1836); 
British railways (1845); and so on. 

A third factor which clearly influenced the extent to which invest- 
ment distortion proceeded in each boom was the period of gestation 
of the leading forms of investment. In an inventory cycle in cotton 
goods exports, for example, the time lags were short and the fluctuations 
of production about an optimum level were relatively shallow. In a 
boom directed mainly to domestic industrial expansion one would also 
expect the true profitability of the current rate of expansion in capacity 
to reveal itself in a reasonably short period. Excepting war booms, the 
most powerful and prolonged expansions, marked by a sustained 
rise in the level of money wages, have been expansions associated with 
the move into new territory (including the laying of railways and the 
building of new towns) where the period of gestation was relatively 
long and high hopes could be sustained for considerable periods of 
time, even in the face of rising costs (vide, expansions reaching peaks, 
for United Kingdom, in 1836, 1854, 1872). 

The introduction of these factors into Mr. Hicks’s model may have 
certain consequences for the theory of the upper turning point of the 
trade cycle. Mr. Hicks’s model is set out in real as opposed to money 
terms. It is also set out in terms of macro-concepts which do not center 
on the motivations and the market position of the individual investor. 
The down-turn comes when a limitation on capacity prevents further 
rise in output, thus bringing to a halt the expansive operation of the 
accelerator. This is probably to be translated into the view that a rise 
in the cost of new investment (including, perhaps rises in interest 
rates)* produces a fall in the expected yield from current investment 


*In passing, the author must, reluctantly, deny himself the immortality of a “Rostow 
paradox” (Hicks, op. cit., p. 154 n.). The author’s conclusion that expansions in the Great 
Depression period (or the period 1815-48) were not cut short by abnormal monetary 
stringency is not dependent on a comparison of average rates of interest as between the 
Great Depression and the mid-century decades. It is based, rather, on the view that the 
character of the booms throughout the nineteenth century was determined primarily by 
the character of new investment; that is, by factors on the demand rather than the supply 
side of the market for loanable funds, This would not exclude the possibility of a change 
in expectations concerning the main lines of new investment affecting simultaneously both 
supply and demand conditions in the money and capital market. The author’s second 
judgment in this matter is that, of its nature, the decline in prices and interest rates was 
not the trend result of a succession of abortive expansions, but the consequence of a world- 
wide structural adjustment. In this perspective, there is no paradox: changes in the 
character of new enterprise can account for both differences in the nature of the boom 
and the character of the persisting trends in prices and rates of interest. A close examination 
of the history of the money market in relation to new investment simply does not appear 
to justify a very large place for movements on the supply side of the market in determining 
either the power of booms or the character of trends. It is on this direct reading of the 
evidence, rather than a prima facie argument drawn from a comparison of interest rates 
in different periods that the author’s by no means unchallengeable view is based. The 
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and thus a decline in the volume of new investment. Alternatively, it 
could be interpreted as reflecting an absolute decline in new orders to 
the investment goods industries caused by a failure of total output 
to expand at its previous rate.” 

There seems little doubt that rises in costs have played a part in 
producing a revision of the expected profitability of new investment 
in the latter stages of booms; and they must be accounted a possible 
factor in the downturn of new investment. But another factor appears 
to have operated; namely, a revision in the investors’ judgment con- 
cerning the appropriateness of further expansions of capacity in the 
sectors of the economy which have lead the boom. In macro-terms it 
might be said that in the early stages of the boom the investment 
market observed a discrepancy between the current level of capacity in 
certain sectors of the economy and the level that would be appropriate 
to the expansion of the economy as a whole and its technical possibili- 
ties. Toward the latter stages of the boom the investment market begins 
to observe that discrepancy has narrowed or disappeared, and the 
danger of relative over-capacity may become real. Time has passed 
since the new line of investment was undertaken and the scale on which 
the economy as a whole has entered into this line can now be better 
observed. Whether or not the investing group includes in its calculations 
such an over-all view of the investment possibilities, certain direct 
market phenomena may confront it: the price of securities (or of 
commodities) in the new lines may cease to rise; news from the gold 
fields may reflect leaner yields than had been expected; etc. In short, 
a boom could turn down not only because investment prospects had 
been dimmed by rising costs or by a falling off of new orders due to 
the failure of total output to expand at the previous rate, but also 
because, in the leading lines of new investment, the market had come 
to appreciate that expansion in certain sectors had proceeded beyond 
the optimum level, or that decisions already taken would lead to such 
disproportionate expansion. 

These tentative observations on the trade cycle in relation to eco- 
nomic progress must, of course, be subjected to both theoretical and 
historical scrutiny. They appear to open for exploration, at least, the 
view that the central phenomenon of the trade cycle is not an inap- 
propriate total level of investment in relation to the rate of economic 


author would, however, largely agree with Mr. Hicks’s evaluation of the permissive, sec- 
ondary, and re-enforcing réle of the money market, presented in his Chapter XII. Compare 
the author’s British Economy of the Nineteenth Century (Oxford, 1948), pp. 55-57; 59-61; 
79; 182-91. 


“For a discussion of this point see A. S. Duesenberry, “Hicks on the Trade Cycle,” 
Quart. Jour. Econ., Vol. LXIV, No. 3 (August, 1950), pp. 468 ff. 
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progress, but an inappropriate balance of investment in relation to 
the pattern of economic progress and its technical possibilities. 

The proposition that it is essentially an inappropriate composition 
of investment which distinguishes the boom, rather than its scale, must 
confront the empirical fact that, in the latter stages of many booms 
total investment is at an extremely high level; and the view of the 
future taken in many sectors is more optimistic than a reading of the 
long-term trends would have justified. Could it not be possible that 
this generalized investment boom was simply a broad response to the 
fact that, in certain key sectors of the economy, an inappropriately 
high level of investment was taking place? This limited distortion 
would take the form of demand curves, in the capital market and in the 
markets for labor and materials, which were high and inelastic. These 
could drive the system to inflationary full employment, and hold it 
there for a time, depending on the period of gestation of the new form 
of investment or on other (demand) factors which might produce a 
revised view of its prospects which, by itself, or in conjunction with 
rising costs, might decree a decline of enterprise in the new directions. 

The decline once begun, through familiar re-enforcing processes, 
might have general consequences for the level of new investment in 
many directions. What is essential in this perspective is that all forms 
of investment did not increase, in the course of expansion, to the same 
extent, in terms of the concept of equilibrium earlier defined. A boom 
appears to have generally exhausted a line of development in one 
sector of the economy, as a leading outlet for investment, for a period 
longer than a single cycle. The same main direction for new enterprise 
seldom, if ever, dominates successive major (i.e., nine-year) cycles. 
This may imply that a downturn was “unnecessary” in that all lines of 
investment had not exceeded their long-period equilibrium level; that 
the generalized downturn was an indirect product of the legitimate 
revulsion only from the scale on which the main lines of investment ; 
had been previously pursued. Would this not suggest that the problem 
of controlling the trade cycle was not only a problem in the appropriate 
level of outlays (investment plus consumption) but also a problem in 
achieving an appropriate composition of new investment? Might it not 
also suggest that the long-term rates of growth we observe for the 
economy as a whole are lower than the optimum possible; that a con- 
tinuing appropriate pattern of investment, at the full employment level, 
would move real income forward at a higher rate than its trend defined 
ex post in terms of a succession of peak positions, or otherwise estab- 
lished by elimination of cyclical movements which have taken place 
in the past? 

Another possibility of interest—already familiar, but not fully ex- 
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plored—emerges from these notes; namely, that trade cycles of differ- 
ent length are essentially of the same nature, but are to be distinguished 
mainly with respect to the period of gestation of the leading forms of 
investment which dominated their course. The inventory cycle would 
represent a relatively shallow deviation of production from the opti- 
mum, associated with investment in stocks of short gestation period. 
The conventional nine-year cycle would represent the product of more 
substantial deviations from the optimum, which took longer to ap- 
preciate. The upswings of Schumpeter’s Kondratieff’s, to the extent 
that they were not the product of war outlays (for example, the ex- 
pansion up to 1854), would emerge as cases of booms where the lead- 
ing forms of investment had an extraordinarily long period of gesta- 
tion, and proved resistant for a longer period, to cost increases and a 
revised judgment of further prospects than the more typical boom. 
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AMERICAN BUSINESS CYCLES, 1865-79 
By REnpics FEts* 


The American depression of the 1870’s is famous in the minds of 
economists, being the longest cyclical contraction in American history; 
yet nowhere in print is there a satisfactory history of this depression 
and the events leading up to it. The Review of Economic Statistics 
published a lengthy factual account in 1920, but it is devoid of cyclical 
analysis and rendered out-of-date by recent statistical research.’ 
Schumpeter has given his interpretation of the period but not a con- 
nected history. Arthur Auble has dealt with the depression of the 
1870’s in his doctoral thesis, which was not published.* Mitchell’s Gold, 
Prices and Wages is primarily a collection of statistics; he never com- 
pleted the analysis for which the statistics were intended.* Save for 
isolated references and studies of particular problems, this completes 
the roster of noteworthy attempts to deal with this chapter of cyclical 
history. 

I. General Characteristics of the Period 


The period 1865-79 forms a natural unit for study. It roughly en- 
compasses both a major business cycle and what Isard calls a transport- 
business cycle. Moreover, because it comprises the era, exclusive of the 
Civil War, in which the United States had an inconvertible paper cur- 
rency, cyclical influences from international trade were different from 
those in the years before and after. 

Gordon has defined major cycles as consisting of (1) upswings in 
which long-term investment opportunities are favorable so that down- 


* The author is assistant professor of economics at Vanderbilt University. He wishes 
to acknowledge the helpful comments of Goeffrey H. Moore, Arthur H. Cole, George 
Terborgh, and Clark Warburton. He also wishes to acknowledge financial assistance 
from the Institute for Research and Training in the Social Sciences of Vanderbilt Uni- 
versity. 

*Warren M. Persons, Pierson M. Tuttle, and Edwin Frickey, “Business and Financial 
Conditions Following the Civil War in the United States,” Review of Economic Statistics, 
Supplement, July, 1920. 


* Joseph A. Schumpeter, Business Cycles (New York, 1939), Vol. I, pp. 335-40. 


* Arthur G. Auble, The Depressions of 1873 and 1882 in the United States (Harvard 
University Library, 1949). Another dissertation, this one mimeoprinted, is Ernest R. 
McCartney, Crisis of 1873 (Minneapolis, 1935). 

‘Wesley C. Mitchell, Gold, Prices and Wages U.. ter the Greenback Standard (Berkeley, 
Calif.), 1908. 
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ward spirals are minor and (2) downswings in which long-term invest- 
ment opportunities have become seriously impaired so that cumulative 
expansions are weak and rare. In contrast, minor cycles are dominated 
by inventories, short-term credit conditions, short-run price-cost mal- 
adjustments, etc.° Let us make the hypothesis that long-term invest- 
ment opportunities were favorable from 1865 to 1873 and that they 
became seriously impaired in the latter year and did not recover until 
about 1879. If the hypothesis is true, the period 1865-79 forms a major 
cycle. This sounds reasonable inasmuch as business was generally 
prosperous from the end of the Civil War through the boom of the 
early ’seventies (except for two recessions), and was decidedly de- 
pressed from the panic of 1873 until 1879. To some extent, the hy- 
pothesis will be on trial throughout this article, but some evidence of 
a general nature is best discussed at once. 

In 1865 the stage was set for one of the bursts of innovating activity 
such as Schumpeter described. During the latter half of the nineteenth 
century, railroad building was one of the most important forms of in- 
vestment activity. Yet, on account of depression and strife, by the close 
of the Civil War it had been nearly a decade since any considerable 
railroad building had been done. Meanwhile, population was growing 
rapidly. The area west of the Mississippi, hitherto virtually untouched 
by the railroads, was ripe for development. A modern investor might 
have shuddered at the risks involved in building through the sparsely 
populated West, but in those days of rampant free enterprise, bonds 
could generally be sold at home or abroad provided the interest rate 
was high enough. In many cases, the government subsidized railroad 
building. In addition, the networks east of the Mississippi needed to be 
filled in. In such favorable conditions, a burst of innovating activity 
rose to a climax in the early ’seventies, then collapsed. 

Conditions were also favorable for investment in housing. There is 
evidence of a housing shortage at the end of the Civil War,’ and the 

*Robert A. Gordon, “Cyclical Experience in the Interwar Period: The Investment 
Boom of the ’Twenties,’ unpublished paper presented to the Universities-National 
Bureau Conference on Business Cycle Research, November 25-27, 1949, pp. 3-10. 

*This formulation differs only in detail from the findings of Hansen, Schumpeter, 
and Isard. Hansen dates major depressions 1864, 1873, and 1883 (presumably the 
years mentioned are the peaks of the preceding prosperities), which implies a major 
cycle, counting from trough to trough, from sometime after the Civil War, say 1867, 
until the end of the depression of the ‘seventies, say 1878 or 1879. (Alvin H. Hansen, 
Fiscal Policy and Business Cycles [New York, 1941], pp. 23-24.) Schumpeter dated 
a “Juglar Cycle” from the beginning of 1870 to the middle of 1879 (op. cit., p. 396). 
Isard found troughs in the seven series that interested him scattered in the early 1860's 
and again in the years 1875-79. (Walter Isard, “A Neglected Cycle: The Transport- 
Building Cycle,” Review of Economic Statistics, November, 1942, pp. 149-158.) 


"David A. Wells, Report of the U. S. Special Commissioner of Revenue, 41st Congress, 
2nd Session, House Ex. Doc. No. 27, Dec., 1869, pp. xxiii-xxiv. 
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close of hostilities greatly accelerated immigration. Hence it is hardly 
surprising that the building cycle also rose to a peak in the early 
seventies. 

We may conclude that the long-term outlook for investment was 
favorable in the fields of railroad and housing construction (and very 
likely in other kinds of construction too). But Terborgh has discounted 
the importance of single great industries, pointing out that steam rail- 
roads accounted for only one-eighth of total investment in the decade 
of the 1870’s; and Burns and Mitchell reached negative conclusions 
on the effect of long building cycles on business cycles.* We must seek 
stronger support for our hypothesis. 

Hansen has replied to Terborgh that the latter has neglected “the 
leverage effect of the multiplier and the acceleration principle.”® The 
railroads in their expansion may have stimulated investment in the 
higher stages of production, e.g., steel. 

More important still, transportation costs were reduced not only by 
the building of the new roads but also by the consolidation of the old. 
The formation of such networks as the Pennsylvania, the New York 
Central, the Philadelphia and Reading, the Chicago, Burlington and 
Quincy, the Chicago and Northwestern, and the Milwaukee and St. 
Paul reduced the inconveniences of frequent tieups and delays, the 
cost of numerous interchanges of freight in long hauls, the diversity 
of railroad practices, and irresponsibility of carriers. Such reductions 
in transportation costs both in the new territories opened up in the 
West and in the areas already served by railroads in the East pre- 
sumably stimulated investments not related to railroads. This was par- 
ticularly the case for housing, for the railroads may be regarded as 
instrumental in sucking a great wave of immigrants into the country 
(immigration rose from 180,000 in 1865 to 460,000 in 1873)" and 
relocating the existing population. But it is difficult to believe that it 
was not also true for manufacturing, which now found new advan- 
tageous sites and the opportunity of producing for wider markets.’” 
We may tentatively conclude that the long-term investment outlook 
was generally favorable in the latter ’sixties. 


* George Terborgh, The Bogey of Economic Maturity (Chicago, 1945), p. 84; Arthur 
F. Burns and Wesley C. Mitchell, Measuring Business Cycles (New York, 1946), pp. 
418-27. 


* Alvin H. Hansen, Economic Policy and Full Employment (New York, 1947), p. 303 


“Walter Isard, The Economic Dynamics of Transport Technology, unpublished doc- 
toral dissertation (Harvard University Library, 1943), pp. 61-63. 


“Harry Jerome, Migration and Business Cycles (New York, 1926), p. 35. 


“Isard, Dynamics, pp. 65-67. See also pp. 22-27. This kind of argument is part of 
Schumpeter’s theory of the cycle. 
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The effect of international trade on business cycles in this period 
is not clear. The inconvertible paper standard in effect allowed ex- 
change rates to fluctuate freely. The Civil War had partly been financed 
by printing several hundred million dollars worth of paper money 
popularly called greenbacks. This forced the government to abandon 
the gold standard since it could not maintain convertibility between 
gold and dollars. Nevertheless, it continued to require that import 
duties be paid in gold, and such gold as the banks held could continue 
to be counted as part of their reserves. Moreover, the Pacific Coast 
never abandoned the gold standard. About $25 millions of gold re- 
mained in active circulation there. Officially, the exchange rate between 
the dollar and foreign gold currencies such as the English pound sterling 
remained unchanged, but as gold could be bought for greenbacks only 
at premium which varied from one transaction to the next, the exchange 
rate in reality fluctuated freely. 

An increased demand for the exports of a gold standard country— 
say because harvests are poor abroad—tends to increase prices and 
incomes both because prices and incomes in the export trades go up, 
with multiplier effects, and because gold imports are increased (or 
exports decreased), thus increasing the money supply and bank re- 
serves.’* Eventuatly, increased incomes and prices mean more imports 
and less exports, thus bringing trade back into balance; but in the 
meantime, an expansive impulse has been imparted which will accel- 
erate a concomitant cyclical expansion or retard a cyclical contraction. 

Under freely fluctuating exchanges, however, an increased demand 
for exports merely increases the exchange rate or, in this case, lowers 
the gold premium. There is no significant way in which the domestic 
money supply or aggregate income can be affected. Except for capital 
transactions, the business cycles of the domestic economy are largely 
isolated from international trade. This conclusion must be qualified, 
however, because the United States retained the use of gold for some 
purposes during the greenback era, particularly for international trade. 
To the extent that Americans were willing to absorb gold, increased 
exports could be expansionary; and to the extent that they were will- 
ing to give up gold, increased imports could be deflationary. How- 
ever, annual fluctuations in the U. S. gold stock were small.** It seems 


* The gold flow part of the gold standard mechanism is now out of favor. See Lloyd 
A. Metzler, “The Theory of International Trade,” in Howard S. Ellis, ed., A Survey of 
Contemporary Economics (Philadelphia, 1948), pp. 216 and 220. I shall not here repeat 
my defense of gold flows, which has been published as a note, “Gold and International 
Equilibrium,” in the American Economic Review, December, 1949, pp. 1281-83. 

“U. S. Bureau of the Census, Statistical Abstract of the United States, 1922 (Wash- 
ington, 1923), p. 512. As the figures do not include bullion outside the vaults of the Treas- 
ury, they do not necessarily tell the whole story. 
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safe to conclude that the paper currency greatly blunted the effect of 
international trade in goods and services on business cycles. 

Capital transactions are a different matter.’ With freely fluctuating 
exchanges, capital imports are deflationary. The supply of goods in 
the domestic economy is increased, either because the capital imports 
are spent abroad or because they lower the gold premium, thus in- 
creasing imports of goods and services and decreasing exports. At the 
same time, the supply of money is unchanged. Therefore, there is 
downward pressure on prices. In a similar manner, it can be shown 
that capital exports are inflationary. 

No figures are available on short-term capital movements. Between 
1865 and 1873, the United States imported long-term capital. With 
the onset of depression, capital imports ceased and repayments began. 
It seems, however, that the deflationary effects in the first period were 
largely postponed, because the capital imports were used mainly to 
finance railroad building. As the capital market in the United States 
was still in an embryonic stage, it is reasonable to assume that with- 
out capital imports railroad construction would have been cut down 
by a corresponding amount, so that the imported capital for the time 
being increased demand as well as supply. In the longer run, the rail- 
roads could have been financed out of domestic funds. By using up 
investment opportunities so fast, the capital movement accentuated the 
depression of the ’seventies. By then, however, repayments had be- 
come substantial. Accordingly, no large net cyclical influence need be 
ascribed to long-term international capital transactions. 

Largely cut off from foreign influences, wholesale prices fell every 
year except one between 1865 and 1879, the total decline amounting 
to 55% (or to get away from the precipitate decline immediately 
after the Civil War, they fell 45% from 1867 to 1879). For agricultural 
products, the chief reason is not far to seek. Under the influence of a 
population increase of 32%, the opening up of new areas by the rail- 
roads, release of a million soldiers from the Civil War, reconstruction 
of the South, and a certain amount of mechanization, agricultural 
output doubled between 1866 and 1878. Had the United States been 
on the gold standard, international trade would have put a floor under 
farm prices. With a paper currency, most of the impact of this enor- 
mous increase of output fell on the domestic economy. The two-fold 
result was a fall of domestic prices and a fall in the gold premium as 
foreigners sought to buy cheap American products. In fact, the gold 
premium, which was 103% in 1864 and 41% in 1866, disappeared en- 
tirely by the end of 1878. 


* This paragraph summarizes the theoretical discussion in Gottfried Haberler, Prosperity 
and Depression, 3rd ed. (Lake Success, 1946), pp. 446-51. 
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While the steady increase in output indicated that low prices were 
profitable to many farmers who could obtain cheap land, hardship for 
some was inevitable. Farms that were marginal in 1865 became sub- 
marginal as time went on. Those with heavy debt loads were hard hit; 
the liquidation wringer they were forced through added to the depres- 
sion of the ’seventies. Even before the depression, farm troubles were 
expressing themselves in agitation against the railroads; and there is 
even evidence of a fall in farm wage rates in the face of a tendency 
for other wages to show the normal cyclical rise.** In the ’seventies, 
the rapid growth of the grangers was a further expression of agricul- 
tural troubles. 

The fall of agricultural prices dominated the wholesale price index 
because (1) farm products enter directly into computation of the index, 
(2) they serve as raw materials for other industries (for instance, 
cotton textile prices fell because the price of cotton fell), and (3) falling 
agricultural prices depressed the gold premium, making imports 
cheaper. But there were other reasons why non-agricultural prices fell. 
Chief among these was the cyclical cumulative contraction following 
1873, which reduced wage rates as well as demand. Moreover, between 
1865 and 1869, the currency supply contracted. There were also im- 
portant technological improvements. Reduction of transport costs has 
already been mentioned. The iron and steel industry, which among 
other advances started using the Bessemer process at the end of the war, 
made gains at the expense of England in spite of the appreciation of 
the greenback. 


Il. The Post-Civil War Recession 


At the end of the Civil War, the American economy faced a great 
problem of readjustment. A federal budget deficit of almost one billion 
dollars in the fiscal year 1865—-perhaps one-seventh of national income 
—dropped to less than zero in 1866.** The wartime speculative boom 
in wholesale prices collapsed early in 1865 in anticipation of sound 
finance, and the change necessitated a shift of economic resources 
which by itself might have been expected to impose a severe strain 
on the economy. Pig-iron production, for instance, fell from 1,014 


* Frank D. Graham, “International Trade Under Depreciated Paper. The United States, 
1862-79,” Quarterly Journal of Economics, February, 1922, p. 271. The statistics for farm 
wages are even more unreliable than the general run of statistics for this era. Presumably 
they indicate not necessarily that farm wages in general fell but only that they fell in 
certain localities. 

For the federal deficit, see Table I. For national income, see Robert F. Martin, Na- 
tional Income in the United States, 1799-1938 (New York, 1939), p. 6. According to 
Martin, realized national income in 1869 (the nearest date to 1865 for which estimates 
can be made) was $6,827 million. 
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thousand long tons in 1864 to 832 in 1865.’* Another important shift 
was the release to the working force of one and a half million men who 
had been directly or indirectly engaged in prosecuting the war.’® In 
addition, the working force had to absorb a stream of 300 thousand 
immigrants in each of the fiscal years 1866 and 1867, compared to 180° 
thousand in 1865. For one reason or another, the currency supply 
contracted 30% between 1865 and 1869. As if that were not enough, 
the South for the time being was economically prostrate. Not until 
1878 was the cotton crop to be as large as the 1860 crop.” 

Great as the needed readjustments were, they are no more impres- 
sive than those which were so easily made in the American economy 
following World War II. But 1945 had three advantages which 1865 
lacked—shortages of such modern consumer durables as automobiles 
and refrigerators, a suppressed inflation that was about to come into 
the open, and an inflationary export surplus to Europe.” Under the 
circumstances, it is not surprising that instead of a postwar boom, the 
National Bureau of Economic Research records a cyclical contraction 
from April 1865 to December 1867.” Rather, it is surprising that the 
reaction was mild. The chief indication of depression was a more rapid 
fall in wholesale prices than in succeeding years.** In only one year, 
1867, was the process of cumulative cyclical contraction, as described 
in business cycle theory, clearly evident.” Liabilities of business fail- 


ures reached $97 million in that year, a figure which, though moderately 
heavy, was 20% less than in the boom of 1872; New York clearings, 
which had risen 20% in 1866, in the following year fell below 1865, 


* Persons, Tuttle, and Frickey, op. cit., p. 27. 

* David A. Wells, “The Recent Financial, Industrial and Commercial Experience of the 
United States: A Curious Chapter in Politico-Economic History,” in Cobden Club 
Essays, Second Series, 1871-2, 2nd ed. (London, 1872), p. 491. 

* Jerome, Migration and Business Cycles, p. 35. 

* Statistical Abstract of the United States, 1882, p. 123. 

“The South in 1865 occupied a position analogous to Western Europe in 1945 (or 
more accurately, to Germany), but it is doubtful if there was any significant net move- 
ment of capital into the South such as might have supported an interregional export 
surplus for the North. See E. Merton Coulter, The South During Reconstruction, 1865- 
1877 (Louisiana State University Press, 1947), passim, esp. pp. 10, 20, 148-51, 154, 190-2 
and 197. 

* Burns and Mitchell, of. cit., p. 78. The dates given in the text above are the peak and 
trough respectively. 

™* More precisely, the fall was more rapid than that of a straight-line trend fitted to 
wholesale price data for 1866-1880. Persons, Tuttle and Frickey, op. cit., p. 28. 

*In fact, Donald W. Gilbert held that there was a “minor revival” in 1866 (‘Busi- 
ness Cycles and Municipal Expenditures,” Review of Economic Statistics, August, 1933, 
p. 140); and Isaiah Frank thought that an expansion phase began in August 1865 which 
he was not sure did not continue without interruption until 1869 (Burns and Mitchell, 
op. cit., p. 111, note 67). 
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probably reflecting a decline in the stock market; and Frickey’s index 
of manufacturing production rose less than trend.** Here is one more 
piece of evidence that reconversion adjustments are made easily. 

Why was the reaction mild? Balancing the federal budget had 
nothing like the adverse effect a similar balancing had in 1937, in spite 
of the relatively greater gap closed. In 1937, the level of activity had 
become dependent on continued deficit financing. In fiscal 1866, how- 
ever, disappearance of the deficit merely removed inflationary pressure 
on prices, allowing them to fall, first because the basis for speculation 
collapsed and second because output increased. The price decline meant 
hardship and even liquidation for some, but as long as the existing 
money supply continued to circulate there was no cause for general 
contraction. 

Another reason for the mild reaction was that investment in building 
and railroad construction was increasing. According to one estimate, 
railroad construction increased from 1177 miles in 1865 to 1716 in 
1866 and 2249 in 1867. In the latter year, railroad construction was 
only one-third the mileage of the peak year, 1871, but indirect effects 
must also be taken into account (see Section I above). Moreover, in 
the field of building construction, indirect effects from railroad invest- 
ment were re-enforced by a postwar shortage, so that activity rose in 
spite of the recession. 

And it must be remembered that many of those added to the work- 
ing force did not seek jobs in industry but went into agriculture, making 
use of the Homestead Act of 1862 or otherwise acquiring cheap land. 

It is more difficult to explain why the 30% contraction of the cur- 
rency supply between 1865 and 1869 neither caused a severe depression 
nor prevented the cyclical expansion of 1868-69. The currency contrac- 
tion was concentrated primarily on interest bearing legal-tender notes 
of the government. These did not circulate significantly, but they added 
to bank reserves.*” Absence of trustworthy statistics on state bank 
deposits makes it impossible to trace the effects of contraction of 
interest-bearing legal-tenders, but it is significant that the total of state 
plus national bank notes was a little higher in 1869 than in 1865. Since 
contraction of bank reserves would affect notes and deposits equally 
and since the secular trend was to replace notes with deposits rather 
than the other way round, we may infer that total bank deposits prob- 


* Persons, Tuttle and Frickey, op. cit., p. 39; Edwin Frickey, Production in the United 
States, 1860-1914 (Cambridge, Mass.), pp. 54 and 60. The index of manufacturing rose 
more than trend in 1866. 

™ Historical Statistics of the United States, p. 276; Banker’s Magazine (New York) 
August, 1879, pp. 148-150. There was also a great reduction of state bank notes, but it 
was fully compensated by a rise in national bank notes. 
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ably did not decline. (This is plausible inasmuch as the banks had large 
excess reserves at the end of the Civil War;** moreover, part of the 
notes were presumably held by individuals as investments and did 
not affect bank reserves). If so, the total money supply (not counting 
interest-bearing legal tenders as money since they did not circulate) 
fell perhaps 10% or less over the four years instead of 30%. Even so, 
currency contraction must have exerted more than a negligible effect. 


Ill. 1867-73 


Under the influence of railroad and building construction, cyclical 
expansion commenced at the beginning of 1868 and continued, accord- 
ing to the National Bureau, until June of 1869. After that, a mild con- 
traction began. What started recession in the face of a 50% increase 
in railroad miles built must be a matter of speculation. One possibility 
is that it originated in financial difficulties. In June, there was a 
marked money stringency, the call loan rate reaching 44% and never 
falling below 16%. This was no worse a showing than in November 
of the preceding year, but inasmuch as call loan money financed the 
stock market, stock prices declined. Thus the economy had become 
somewhat vulnerable to contractive forces. 

In September, there was a short-lived panic when Jay Gould and 
Jim Fisk attempted to corner the gold market. They failed, but they 


temporarily ran the price of gold up from 132 to 162, demoralizing 
import and export markets and throwing the commercial world into 
confusion.” Although the Commercial and Financial Chronicle ob- 
served no lasting damage to business, such a panic could have con- 
tributed to the mild recession that followed by discouraging inventory 
accumulation. This is made clear by the minor business cycles of the 
1920’s in which fluctuations in inventory investment played a large 


* As evidence, although lawful money reserves of national banks declined from $207 
millions at the beginning of 1866 to $149 millions in the middle of 1869, loans and dis- 
counts rose in the same period from $501 to $686 millions, deposits from $522 to $574 
millions, and national bank notes from $276 in 1866 to $292 millions in 1869. (Persons, 
Tuttle and Frickey, op. cit., pp. 51 and 53; Historical Statistics of the United States, 
p. 276.) 

Moreover, the retirement of interest bearing legal-tenders overstates the loss of po- 
tential bank reserves. “When the compound-interest notes were finally paid off in 1867, 
the Banks had influence enough with Congress to procure the passage of a law creating, 
for their special benefit, 50 millions of temporary loan certificates, payable on demand, 
but bearing 3 per cent interest, the statute providing that their reserve fund might 
consist of such certificates.” Francis Bowen, American Political Economy (New York, 
1870), pp. 384-85. 

* Davis R. Dewey, Financial History of the United States, 10th ed. (New York, 1928), 
pp. 369-70; Warren F. Hickernell, Financial and Business Forecasting, Alexander Hamil- 
ton Institute, Vol. I, pp. 311-14; Commercial and Financial Chronicle, Vol. IX, (1869), 
pp. 406, 437, 453-55. 
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réle. According to Kuznets, inventory accumulation was relatively more 
than twice as large in the decade 1869-78 as in 1919-28.*° While these 
figures do not gauge the relative importance for cycles of inventory 
changes in the two periods, they do indicate that actual decumulation 
of inventories would not have been necessary to start a contraction 
of business activity in 1869. Cessation of accumulation would shut off 
an important avenue for the use of funds. With a declining stock 
market, the funds might be hoarded long enough to initiate contraction. 
The fact that the panic came after the cyclical peak does not damage 
the above hypothesis, for business is subject to many inconsequential 
ups and downs which do not count as business cycles. 

Contraction was necessarily mild as it was bucking against expan- 
sion in construction. In fact, the acceleration in additions to railroad 
miles in operation was greatest in 1869 and 1870. The housing index, 
however, declined in 1870, though it was to reach a peak in 1871. Pro- 
fessor Frickey’s annual index of manufacturing did not increase in 
1870, but neither did it decline. The sharp increase in railroad earnings 
came to a temporary halt. Imports declined for a time. By the begin- 
ning of 1871, the Chronicle was casually saying, “business is stagnant” 
but with no implication that anything was seriously awry.” 

The trough, according to the National Bureau, came in December, 
1870, and by the second quarter of 1871, expansion was plainly under 
way again. Business flourished until the fall of 1873. Frickey’s index 
of manufacturing rose 20% between 1870 and 1873, and his production 
index for transportation and communication increased even more. 
Wholesale prices, reversing their downward trend, rose sharply from 
August 1871 until the spring of 1873. Oddly enough, wage rates, which 
hitherto had been rising in spite of falling prices, now tended to level 
off.** Railroad earnings rose spectacularly. 

Investment in building apparently went into a decline before the 
panic of September 1873. The indexes of both Long and Riggleman 
show that the peak of physical construction came in 1871. The evidence 
is not clear as to how soon railroad investment began to decline. One 
estimate gives the peak in miles built as 1871, the other, as 1872. 
Orders for rails began to fall off only in the spring of 1872, and “appar- 
ent consumption” of rails reached its peak in that calendar year. 
Orders for locomotives also show 1872 as the best year, while orders 


” Simon S. Kuznets, National Product Since 1869 (New York, 1946), pp. 118-19. Net 
changes in inventories averaged $380 millions in 1869-78, or 5.4% of gross national 
product, which was $7,033 million. For 1919-28, the figure was $1,756, or 2.2% of 
GNP ($81,199). 

™ Commercial and Financial Chronicle, January 14, 1871, p. 37. 

* George F. Warren and Frank A. Pearson, Prices (New York, 1933), p. 197. 
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for cars boomed until the second quarter of 1873.*° These peaks relate 
to physical volume only. As steel prices rose sharply in 1872, the peak 
in expenditures may have come later than the peak in physical expan- 
sion. Moreover, in so far as the data relate to orders, physical peaks 
themselves may have lagged behind the dates given. Annual figures 
for the increase of railroad capital confirm these misgivings, showing 
a decided peak in 1873. We may conclude that even if the value of 
railroad investment did not decline prior to the panic, the transport- 
building cycle gave every evidence of being at the peak or beyond. 


IV. The Panic of 1873 


The National Bureau dates the cyclical peak as October 1873, the 
month following the outbreak of the banking panic. If we accept the 
Bureau’s dating, we shall have no alternative but to conclude (as we 
shall see below) that the panic was the proximate cause of the business 
downturn. Now in principle there are many reasons for not accepting 
the Bureau’s dates in blind faith. Not the least of such reasons is 
the scarcity of monthly data for the 1870’s. Moreover, the intentionally 
vague definition of the business cycle employed by the National Bureau, 
however well suited to their researck methods, does not seem precise 
enough for present purposes. Nevertheless, in spite of the fact that 
Ayres dated the peak long before the panic,** I have not discovered sub- 
stantial reason for differing with the National Bureau; and in any 
event an outsider could hardly expect to challenge their results success- 
fully in view of the amount of careful labor they have put into them. 
I shall, therefore, assume that business activity did not go into a cycli- 
cal decline prior to the panic. 

This is not to say that a downturn would not have occurred had there 
been no banking difficulties. But if a patient with malignant cancer 
dies in a hospital fire, the coroner’s report ignores the pathological 
processes which would have done away with him the next day and re- 
cords the accidental nature of his death. So will it be here, inasmuch as 
my purpose is to narrate what did happen, not what might have hap- 
pened. 

The event which made a banking panic inevitable was the failure of 
Jay Cooke & Co.** Cooke, as the man who had financed the Civil War, 

*John E. Partington, Railroad Purchasing and the Business Cycle (Washington, 
1929), pp. 37-47. 


“Leonard P. Ayres, Turning Points in Business Cycles (New York, 1939), p. 35. 
Ayres’ dating was based on a hybrid index of business conditions obtained by combining 
10 series relating to production, consumption and freight movements. Since he used 
deviations of the series from their norms, he gave his index a bias in favor of early 
dating of peaks. 

*The account of the panic which follows is based, except as otherwise indicated, on 
Oliver M. W. Sprague, History of Crises Under the National Banking System, 61st Con- 
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enjoyed an extraordinary reputation. His downfall did far more damage 
than the failure of a financial pirate could have. He had taken on the 
risky job of financing the Northern Pacific Railroad. By May 1873, 
this road had spent over $15 millions, had little more than 500 miles in 
operation through a sparsely populated region, and the two portions of 
its lines were still more than 1,000 miles apart. More than once Cooke 
had been on the verge of finding customers for his $100 millions of 
bonds, but each time the deal fell through. Now, to keep the road going, 
he was advancing money obtained from depositors at short-term in 
expectation that an European market would develop. 

But the market for railroad bonds turned worse in 1873 rather than 
better. Tight money was perhaps the principal cause,** but there were 
several others. Twenty-five railroads defaulted on interest on their 
bonds between January 1 and August 31,°’ a circumstance which 
affected the market unfavorably.** The Granger movement, though still 
in its infancy, prejudiced capitalists against the railroads.** The 
Chronicle was consistently optimistic about the safety of railroad bonds 
and even after the panic admitted only reluctantly that railroad build- 
ing had been too rapid and that “some roads have been built in sections 
of the country where they were not yet needed, and could not have had 
any reasonable prospect of making sufficient net earnings to pay their 
annual interest”;*° but the Nation the previous year published an 
article claiming that “railroad securities in America are not more 
profitable on the whole, while decidedly less secure, than the bonds of 
the United States” and that in western states more roads had been 
built than the population could support.** Some investors abroad, as 
well as at home, evidently thought along the same lines as the Nation. 
In the summer of 1873, the Chronicle reported that foreign purchasers 
of bonds were favoring governments over railroads.** Moreover, de- 
spite the fact that Graham’s figures (see Table 1) show more net long- 
term capital imports in 1873 than any other year, the Chronicle further 
reported that foreigners were shunning new issues of railroad securi- 
ties.** Although the money stringency had a good deal to do with drying 


gress, 2d. Session, Senate Doc. No. 538 (Washington, 1910), pp. 1-89. See also Henrietta 
M. Larson, Jay Cooke, Private Banker (Cambridre, Mass., 1936), Chap. 19. 


* Chronicle, January 10, 1874, p. 28. 
Tbid., p. 36. 

* Ibid., August 2, 1873, p. 150, 

* Ibid., January 10, 1874, p. 28. 

“ Ibid., November 15, 1873, p. 647. 
“ August 15, 1872, pp. 102-3. 

“ August 9, 1873, p. 173. 


“ March 29, 1873, pp. 407 and 408. 
See also December 21, 1872, p. 822. 
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up the market for bonds, the evidence indicates not only that investors 
in 1873 were turning away from newly issued railroad bonds but also 
that they had good reason to do so. 

Jay Cooke was not the only one engaged in the dangerous practice 
of advancing short-term funds for long-term use. The New York banks 
had loaned money to railroads who expected to raise funds for repay- 
ment by selling bonds before the notes fell due.** The usual midsummer 
ease in the money market in 1873 induced the New York banks to in- 
crease their loans further with the intention of recalling them before 
money became tight in the fall. 

Such unsound banking practices impinged: on a situation made vul- 
nerable by the downturn of railroad and building construction. Imports 
had reached their peak in 1872. Stock prices and New York clearings 
declined sharply in the first half of 1873. Wholesale prices resumed 
their downward trend after reaching a peak in the first quarter. Clear- 
ings in Philadelphia reached their maximum in the second quarter. 

Cyclic weakness, however, was less important than structural bank- 
ing weakness. Under the National Banking System, there was no effec- 
tive central bank to act as lender of last resort and thus shield business 
and the stock market from panicky calling of loans in time of crisis. 
In addition, banking troubles were likely to spread from New York 
throughout the country inasmuch as bank reserves were concentrated 
in that city. The law permitted country banks to keep three-fifths of 
their required reserves on deposit in any of fifteen reserve cities. In 
1873, New York banks were obligated to other banks for more than 
their total reserves, and seventy to eighty per cent of bankers’ de- 
posits were held by seven of New York’s sixty banks. Trouble in New 
York might lead to hasty withdrawal of bankers deposits, undermining 
the position of banks both in New York and the hinterland, encourag- 
ing runs, and leading quickly to contraction of loans. 

Trouble was more likely to come in autumn than at any other time. 
Moving of crops regularly necessitated a drain of money from New 
York to the interior. As the currency supply was highly inelastic, if 
the New York bank reserves were low (as they were in 1873), failures 
would be precipitated then if ever. So it was not surprising that un- 
sound railroad financing was exposed in September. On the eighth, the 
New York Warehouse and Security Co., which had financed the Mis- 
souri, Kansas and Texas Railroad, was forced to suspend. On the 
thirteenth, the important banking house of Kenyon, Cox & Co., in 
which Daniel Drew was a partner, failed on account of indorsements 
of paper of the Canada Southern Railroad. These disasters wreaked 
havoc on the stock market but nothing more. 


“ Chronicle, November 15, 1873, p. 647 and January 10, 1874, p. 28. 
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On Thursday, September 18, Jay Cooke & Co. failed on account of 
its advances to the Northern Pacific Railroad plus a heavy drain by 
depositors on its cash resources. This caused general distrust and a 
rapid calling in of loans, precipitating failure of Fisk and Hatch the 
next day. Stocks plummeted, and failures followed thick and fast. On 
September 20, two trust companies suspended. Though they later were 
able to resume business, immediate consequences were far reaching. 
One, the Fourth National, held $15 millions of bankers’ deposits; hence, 
the suspension hurt outside banks, and led to runs and the recall of 
funds from New York. 

The panic was handled well. On September 20, the New York Clear- 
ing House Association arranged for its members to deposit approved 
securities with a committee of five, which then issued certificates of 
deposit (“clearing house certificates”) up to 75% of the value of the 
securities. The certificates could then be used to settle clearing house 
balances. Thus the policy of every bank recalling loans, thereby ruining 
each other and business too, was avoided. Unfortunately, mounting 
calls for cash from the interior forced partial suspension of cash pay- 
ments. On September 24th, the clearing house banks passed a resolution 
that all checks issued would be stamped “Payable through the Clear- 
ing House,” thus concentrating control of reserves in the committee’s 
hands. Partial suspension in New York necessarily caused partial sus- 
pension throughout the country, except in California, which was on 
a gold basis. But the committee controlling the New York reserves 
restored confidence by using them freely. Panic was over by Septem- 
ber 29, eleven days after it had begun. After October 18, New York 
bank reserves began to increase, and by mid-November the reserve ratio 
once again exceeded the legal minimum. 

What effect did the banking panic have on business? In the first 
place, there was a brief paralysis of the crop movement. Secondly, on 
September 20, foreign exchange became blocked. However, the issue of 
clearing house certificates on September 24 enabled the banks to resume 
purchasing foreign bills. Towards the end of the week, England began 
to ship gold, enabling exports to move. Thirdly, the panic caused con- 
siderable hoarding, e.g., because businesses kept their cash receipts in 
their own vaults instead of depositing them in banks. The national 
banks lost 23% of their holdings of legal tender notes between Septem- 
ber 12 and October 13, a symptom of the hoarding. But the New 
York banks used their reserves so freely that the desire to hoard 
stopped. In the meantime, however, the hoarding aggravated the effects 
of partial suspension (which lasted nearly three weeks), and numerous 
firms had difficulty meeting payrolls. These had to reduce employment 
because they could neither get the cash to which they were entitled 
nor negotiate loans. Fourthly, after the middle of October, although 
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there was no longer any difficulty meeting payrolls, businessmen had to 
cut production because demand had fallen. Contributing to the decline 
of orders was tke decline of railroad and building construction, But it 
is difficult not to believe that the most important immediate factor 
was the interruption of business during the panic. To the extent that 
payrolls could not be met, consumer demand was cut. More significant, 
it can be assumed that businessmen during the panic either cancelled 
orders or curtailed making new ones. Once the purely monetary troubles 
were over, the decline of spending and ordering curtailed output, which 
in turn reduced spending, and so on in the familiar process. Even with- 
out a decline of long-term investment prospects to reenforce it, the 
panic by itself could have started a cumulative cyclical decline. 


V. Theory of the Downturn 


If we regard theories as tools for understanding reality, we have 
been able to get along with very few tools in accounting for the down- 
turn of 1873. We have not had to mention any of the theories of the 
upper turning-point. Nevertheless, it is useful to discuss them at this 
point, because they can give us a more penetrating understanding. 
Moreover, theories can be considered as generalizations of reality as 
well as tools; and we now have an opportunity to test their generality 
with a case in which the essential processes stand out in unusual 
clarity. Besides, the discussion may throw some light on the history 
of business cycle theory, for the facts (some of which have always 
been widely known) are consistent with several different theories. 

1. Hawtrey. According to Hawtrey’s purely monetary theory, cycli- 
cal expansion leads to a drain of currency out of banks and into circu- 
lation as wages and incomes rise. Sooner or later the banks reach the 
end of their reserves and must stop expanding credit, but as the rise in 
wages and incomes lags behind credit, the drain of currency continues. 
This forces the banks to contract, initiating depression. 

That is roughly what happened in 1873. The banks expanded to the 
limit during the summer. The autumnal drain of cash into the interior 
helped set off a violent process of monetary contraction. But this is a 
superficial interpretation. It leaves too much out of the picture. For 
instance, it ignores the likelihood that greater elasticity of credit would 
not have saved the situation but would have permitted the multiplica- 
tion of unsound financial practises, leading in the end to still greater 
difficulties;*° only revival in the securities markets could have saved. 
Jay Cooke and his ilk. Nor do the facts bear out Hawtrey’s theory in 
detail. But the case illustrates how the monetary theory in one form or 


“Schumpeter, op. cit., Vol. I, p. 316. 
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another could be so popular prior to the 1930’s. The facts do not con- 
tradict it. 

2. Cassel.” According to Cassel, shortage of capital causes the 
downturn. At the beginning of the upswing, or high conjuncture, the 
rate of interest is low. This induces businessmen to take advantage of 
the opportunities provided by technical progress (e.g., railways), the 
opening up of new countries, and the increase of population to launch 
ambitious investment programs. In the upswing, production of fixed 
capital grows more rapidly than production of consumers goods. For 
four reasons, the supply of money capital does not grow as rapidly as 
the output of capital goods: (1) if savings were a constant proportion 
of income, the relative growth of output of fixed capital would create a 
disparity; (2) in fact, savings are not a constant proportion of income 
but are relatively large at the first part of an upswing when profits are 
high but towards the end (“in the high conjuncture proper”) fall off 
relatively as wages rise and profits decline, so that the interest rate 
rises towards the end of the upswing; (3) this is accentuated by the 
increased returns from fixed capital at the earlier part, which rise more 
rapidly than the prices of capital goods and therefore tend to raise the 
interest rate; and (4) in the earlier period, banks create new purchas- 
ing power at low interest rates, diverting production to capital goods, 
and hiding the increasing stringency of capital; but “when the banks 
afterward find it necessary in their own interest to cut down this 
excessive supply of media of payment, the real scarcity of capital is 
suddenly and acutely felt.”*” The high rate of interest at the end of the 
upswing cuts down the demand for capital goods, frequently 
forcing the abandonment of projects already begun. Workers in the 
capital goods industries lose their jobs. Usually, a crisis marks the 
onset of depression. Cassel defines crisis “as a time of general inability 
to meet obligations which fall due.’** It is caused by “an overestimate 
of the supply of capital, or the amount of savings available for taking 
over the real capital produced.’”*® 

In so far as they can be ascertained, the facts of 1865-73 fit Cassel’s 
theory well. After a considerable period of easy money and expanding 
credit, money conditions became tight in 1872. Meantime, the Northern 

“ Gustav Cassel, The Theory of Social Economy, translated by Joseph McCabe, (New 
York, 1924), Fourth Book, esp. pp. 596-628. I take Cassel as an example to represent 
the shortage-of-capital school primarily because he meant his theory to explain the con- 
junctures of the period 1870-1914. Similar remarks to those that follow in the text above 


could be made about Hayek’s monetary overinvestmert theory as summarized by Hab- 
erler, op. cit., pp. 33-72. 


* Ibid., p. 628. 
* Ibid., p. 509. 
* Ibid., p. 626. 
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Pacific and some other roads made grandiose plans based on an over- 
estimate of the supply of capital that would be forthcoming. When the 
elasticity of the credit system ceased to hide the shortage of capital, 
the inability of a few to meet their obligations became translated 
through runs into a panic and a partial breakdown of the banking 
system. After the crisis, the shortage of capital was accentuated because 
foreign investors stopped buying American securities. 

There is much to commend this interpretation. It turns on a fact 
other explanations are apt to ignore, namely that the decline of railway 
investment was due to lack of investors more than lack of projects. 
On the other hand, one cannot help feeling that investors were chary 
not (or not only) because they did not have enough funds but because 
they recognized a change in the profits prospects of new investments. 
Although Cassel’s theory accounts for much more of what happened 
than Hawtrey’s, it still does not cover the whole ground. 

3. Haberler. As Haberler’s Prosperity and Depression is now the 
standard theoretical work on cycles, it is interesting to apply his eclectic 
theory of the downturn to 1873.°° I shall omit all reference to monetary 
contraction because it plays only a small part in Haberler’s synthesis 
and has already been discussed above in connection with Hawtrey. 

First, Haberler discusses how a partial breakdown, say in a particu- 
lar industry, can develop into general contraction. This need not detain 
us here. Second, he shows how, as the upswing progresses, the economy 
becomes more and more vulnerable to deflationary shocks. The upswing 
requires an elastic supply of both money and factors of production. 
As the banks become loaned up and the available workers all find jobs, 
the force of the expansion diminishes. Now, in the early 1870’s in- 
elasticity of the money supply had a braking influence, but the supply 
of labor was unusually elastic for boom times due to immigration. 

Third, Haberler discusses two endogenous causes of the downturn: 
the acceleration principle, and a drop of investment because of insuffi- 
cient demand. If expansion slows down or stops because the money 
supply becomes inelastic, the acceleration principle makes it extremely 
likely that workers must shift from capital goods industries where 
output has been geared to a rate of increase in demand for consumers’ 
goods which can no longer be maintained. Even if aggregate demand 
for the time being does not decline, it is unlikely that the shifts can 
be accomplished quickly enough. The result is unemployment in cer- 
tain capital goods industries followed by cumulative contraction. For 
1873, there is no evidence of such a mechanism. 

Declining investment on account of insufficient demand, the other 
endogenous cause Haberler discusses, has a number of variants, chief 


” Op. cit., pp. 347-77. 
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of which is exhaustion of investment opportunities. If the industries 
directly concerned are taken by surprise—if they have been overly 
optimistic, for instance—“the boom will explode with a more or less 
strong ‘detonation’ of bankruptcy, to use an expression of Professor 
Pigou.”** This explanation is applicable to 1873, and is a major element 
of Schumpeter’s interpretation, as we shall see in a moment. But like 
Cassel’s, Haberler’s theory does not cover the whole ground. 

4. Schumpeter. The theories of Hawtrey, Cassel and Haberler could 
be summarized briefly without doing undue violence to their substance, 
but Schumpeter’s theory is so elaborate that I shall have to assume the 
reader is familiar with it and content myself with the comments he has 
specifically directed to the cycle under consideration here. Discussing 
the spurt in railroad building during 1869-71, he says, 


Two things are perfectly clear. First, that development . . . was a typical 
downgrade development within the meaning of our model. It was a Juglar 
prosperity superimposed on a Kondratieff recession,®* a new step in what 
was no longer fundamentally new, but a process of carrying out what had 
previously been initiated. . . . This left plenty of problems for the individ- 
ual case, but they were comparatively easy to solve, further eased by the 
growth of the environment, and of the type which is characteristic of 
“exploiting investment opportunity” and “pushing into new economic 
space.” Moreover, the general features of the period support this inter- 
pretation. There was a great building boom. The well-being of all classes 
in the years 1869 to 1873 . . . is obviously due to the expansion of pro- 
duction which our schema leads us to expect in every Kondratieff reces- 
sion. But it is not less clear, in the second place, that that method of 
financing which so well illustrates our theory, was handled with such care- 
lessness as to make it an additional cause of the situation of 1873. It not 
only induced but really also presupposed abnormal speculative activity 
and could not without it have gone to anything like the lengths it did. 
The phenomena of the Secondary Wave were developed to an unusual 
degree thereby, and errors and cases of misconduct became possible which 
our model does not account for per se . . . and it becomes understandable 
that even as regards the railroad business these things were more obvi- 
ously in evidence than the underlying process and that it seemed as if 
construction had been brought to a stop and the success of existing lines 
had been jeopardized by them rather than by any ‘logic of evolution.’ 
But even so, nobody can deny . . . that railroad construction had tem- 
porarily exhausted possibilities—a formulation which is more correct than 
the more common phrase of things having been overdone—and it should 
be easy to see that this, together with the dislocating consequences im- 
mediate and ulterior, for the economic system, of new construction was 
what created the situation in which the Secondary Wave broke, and with 


Ibid., p. 375. 
* Undoubtedly a slip. It is clear from Professor Schumpeter’s model, his chronology 
on page 396, and his statement on page 338 that he meant Kondratieff depression. 


2 
ye 
‘ 
‘ 
‘ 
| 


344 THE AMERICAN ECONOMIC REVIEW 


it untenable credit situations and speculative bubbles all over the field of . 
industry and commerce. 

... It is not astonishing that the impact was primarily on the new, instead 
of on those elements that progress had made obsolete. For, as was pointed 
out in our theoretical chapters, this will always happen if the new things 
stand on a slender and the old things on a safe financial basis. Thus, the 
role played in the drama by the Northern Pacific failure does not any 
more contradict expectation from our model than does the fact that, in 
general, danger signals first became visible in the railroad field.** 


The passage quoted is a brilliant synthesis of the monetary and 
“real” forces at work. It brings out the underlying importance of 
entrepreneurial activity in railroads and shows how it gave rise to the 
excesses of the boom and the ultimate collapse. Banking panics for 
Schumpeter are always partly accidental, and so it was in this case; 
but given the institutional arrangements of the time, his theory shows 
how at certain times—including this one—events make a panic if not 
probable at least understandable. That his interpretation does not 
make use of the shortage of capital which was manifest in 1873 is a 
source of strength rather than weakness, for he emphasizes a more 
significant fact, namely, that the railroads were ceasing to be attractive 
to investors. Although Schumpeter’s woik as a whole has been subject 
to important criticisms, for this particular episode it offers a more 
convincing explanation than any other. 


VI. The Depression of the 1870's 


The cyclical contraction which followed the panic of 1873 was the 
longest in the history of American business cycles. According to the 
National Bureau, it lasted until March 1879, a span of five years and 
five months. In monetary statistics, it was second in severity only to 
the contraction of 1929-33 among post-Civil War cycles. Hubbard has 
measured the severity of depressions in terms of the decline in bank 
clearings or debits. The records begin only with 1875; yet the decline 
for 1875-78 was greater than for any other except 1893-97 and 1929-33.. 
It was virtually as great as 1893-97 and undoubtedly would have been 
greater if statistics were available from the peak of 1873."* Eckler 
used six series to measure the severity of depressions. He found that 
1873-78 was second only to 1929-32, and this result was mainly due to 
the three monetary series used.” 


"Op. cit., Vol. I, pp. 335-36. 

™ Joseph B. Hubbard, “Business Declines and Recoveries,” Review of Economic Sta- 
tistics, February, 1936, pp. 18-19. 

“A. Ross Eckler, “A Measure of the Severity of Depressions, 1873-1932,” Review of 
Economic Statistics, May 15, 1933, p. 79. 1929-32 was the deepest depression in all six 
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Nevertheless, in terms of output the contraction of the ’seventies 
was singularly mild. Frickey’s indexes of production for manufacturing 
and for transportation and communication declined markedly less than 
in 1893-94 and 1907-8 even though the latter contractions were much 
shorter; and manufacturing did not decline after 1875 but actually 
increased 14% in the last two years of the depression.** Martin’s 
figures show that in spite of the long depression, real income in 1879 
was two-thirds greater than in 1869. Even on a per capita basis, the 
increase was one-third.” In June 1878, which was presumably as bad a 
time as any, Carroll Wright took a kind of census which showed only 
28,500 people unemployed in Massachusetts out of a normal working 
force in “mechanical industries” of 318,000.** Although comparison with 
modern figures is not reliable, this looks no worse than 1930. 

The panic of 1873, the disillusionment of investors about the rail- 
roads, the indirect effects of the decline in railroad investment, and 
the position of the ’seventies in the downswing of a building cycle are 
fully sufficient to account for events through 1876. What needs to be 
explained is (1) why the depression lasted so long and (2) why it was 
so mild in terms of output, particularly in the last two years.” 

If the United States had been on the gold standard in 1873 at the 
exchange rate which then actually prevailed, cyclical contraction might 
have come to an end two years sooner than it did. Under gold standard 
conditions, a small country undergoing depression reduces imports as 
national inconie drops, but its exports are maintained. Moreover, if 


series. The contraction of the ’seventies was second in two monetary series (clearings and 
railway revenues) and third in the other (imports). It was second in one of the physical 
series (coal production), fifth and sixth in the other two (pig iron production and cotton 
consumption; however, Eckler does not make it quite clear whether cotton consumption 
was a physical or a monetary series). 

“The coverage of the indexes is rather meager, so that too much confidence cannot 
be placed in inferences drawn from them. One need not necessarily conclude that manu- 
facturing output as a whole increased in 1877 and 1878. Nevertheless, the figures are 
comparable over the whole period, 1865-1914, so that comparisons among different cycles 
of this period should be reasonably trustworthy. 

* Martin, op. cit., p. 6. It should not be necessary to stress that national income figures 
for this period are subject to a wide margin of error. 

* Tenth Annual Report of the Bureau of Statistics of Labor, Massachusetts Public Doc. 
No. 31, January, 1879, pp. 6-13. Applying the ratio of unemployed in Massachusetts to 
the whole country, Wright estimated total unemployment in the United States at 570,000. 

In 1930, out of a total labor force of 48.7 million, there were 4.2 million unemployed. 
Civil non-agricultural employment was 31.1 million, Twenty-Sixth Annual Report of the 
National Bureau of Economic Research (New York, 1946), p. 31. 

I have dealt with Schumpeter’s explanation of the depression of the 1870’s elsewhere 
and shall not repeat myself here. See my article, “The Long-Wave Depression, 1873-97,” 
Review of Economics and Statistics, Feb., 1949, pp. 71-72. For a criticism of that article, 
see Richard V. Clemence and Francis S. Doody, The Schumpeterian System (Cambridge, 
1950), pp. 80, 90 and 91. 
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its prices fall, both domestic and foreign buyers shift to its products 
and away from foreign commodities. For both reasons, depression 
generates a favorable balance of payments which helps arrest cyclical 
contraction. The greenback appreciated a small amount between 1873 
and 1876 and in the following year appreciated almost seven per cent 
more. The forces which under paper standard conditions caused this 
appreciation would under gold standard conditions have been largely 
channeled into stimulating the domestic economy, or rather, into arrest- 
ing the fall of prices. In 1877, moreover, there is evidence of an upturn 
in railroad investment, building construction, manufacturing, and min- 
ing. This indicates that under gold standard conditions deflation might 
well have been ended by 1877, other circumstances being favorable to 
cyclical revival. 

Since the United States was not on the gold standard, we must inquire 
what effect price flexibility had on the course of contraction.” It is 
safe to assume that prices (including wages) were more flexible in the 
1870’s than in the 1930’s. Wholesale farm prices generally are highly 
flexible. Inasmuch as they fell somewhat more sluggishly in the 1870’s 
than non-farm prices*? (whereas they fell much more rapidly than 
other prices between 1929 and 1933), other wholesale prices must have 
been highly flexible also. 

The effect of price flexibility on cyclical contraction can be brought 
out by contrasting two situations. First, assume that the economy 
momentarily rests in Keynesian underemployment equilibrium but 
wages and prices begin to fall. So long as they continue to fall—and 
there is no necessary reason why they should not fall forever—statisti- 
cal series will exhibit many of the characteristics of cyclical contrac- 
tion; and even if circumstances now become favorable to cyclical ex- 
pansion, revival will be postponed or hindered by the general deflation. 
This: seems to be more or less what happened in 1877 and 1878. 

Second, assume that a cyclical contraction is under way. If price 
changes do not alter the course of aggregate spending, price flexibility 
increases output above what it otherwise would have been (with a 
given amount of spending, output is an inverse function of the price 
level). Of course, the fall of prices will not leave the course of aggregate 
spending unchanged, but its effects work in both directions. 

In the 1870's, price flexibility probably reduced aggregate spending 
below what it otherwise would have been but not by so much as to 


"The discussion of price flexibility in the text draws on an article by the present 
writer, which has been published in the Quarterly Journal of Economics for November 
1950. On account of space limitations, no more than a summary of the results of that 
article can be given. 

© Mitchell, op. cit., p. 54. 
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reverse the tendency for flexibility to mitigate the decline of output. 
I have no direct evidence about the state of expectations, but it is prob- 
able that flexibility induced expectations that prices would fall further. 
As a matter of fact, prices had been falling, with one interruption, 
ever since 1865; yet until 1878 they were still above the pre-Civil 
War normal. In addition, in the lame-duck session of early 1875, Con- 
gress passed a law providing for resumption of specie payments on 
January 1, 1879; and in the spring of 1877 the Secretary of the Treas- 
ury began to make effective preparations to implement the law. It 
should have been evident that if resumption was to be carried through, 
American prices would have to fall relative to foreign prices (which 
were also falling). The government did not in fact put effective pres- 
sure on the price level, but that would not keep the prospect of re- 
sumption from affecting expectations unfavorably. Offsetting in part 
the factors adverse to spending was the rise in the value of currency 
and publicly held government debt. Because retail prices fell more 
slowly than wholesale prices, government obligations increased in 
value only a little over ten per cent. We may conclude, therefore, that 
price and wage flexibility probably intensified the contraction of 
spending, mitigated the decline of output, and prolonged the contrac- 
tion phase of the cycle.** 

There is one other important circumstance which must be con- 
sidered. On account of the large amount of investment in railroads 
prior to 1873, we might expect that several years would pass before 
the revival of railroad building. On the other hand, there was no short- 
age of railroads to be built. Construction of many roads had had to 
be abandoned during the depression before their main lines were com- 
pleted, and the steady growth of population and agricultural output 
continually increased the inducement for the roads to expand. In view 
of the experience of the 1880’s (the 1885 trough in railroad investment 
came only three or four years after the peak and was followed by a 
vigorous expansion), we might reasonably expect railroad activity to 
revive about 1876 or 1877. And in fact, the evidence indicates that it 
did so, though it is conflicting as to the exact time. The number of 
miles built reached its trough in 1875 and then increased substantially 
in the following year. The increase in railroad capital shows a trough 
in 1876 with a substantial revival in 1877. Orders for most types of 

“It might be inquired why flexibility did not also make the contractions of 1893-94 
and 1907-8 mild with respect to output. The answer, I think, lies in the greater violence 
of the panics with which those contractions began. 

The statement that price flexibility mitigated the decline of output but prolonged the 
contraction phase of the cycle sounds inconsistent. The explanation lies in the fact that 


the decline in output apparently ended around 1877 whereas the contraction (according 
to NBER) continued until March 1879. 
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railroad equipment revived in 1876 or 1877.% But all the evidence 
points to an early relapse of railroad investment. Why? 

No doubt the continuance of deflation elsewhere in the economy 
provides part of the answer. Had deflation stopped, the railroads 
could have sparked a revival. But part of the answer must be sought 
within the railroad industry itself. There were three specific factors 
which discouraged investment in railroads: freight rate wars were acute 
in 1876; railroad strikes, which had to be quelled by military force, 
occurred in 1877; and federal, state, and local aid to railroad com- 
panies was replaced during the depression by efforts, occasionally suc- 
cessful, to pass legislation regulating railroads and railroad rates. 

By 1879 conditions were ripe for recovery. Specie payments were 
successfully resumed on January 1, a step that (if we can believe the 
Chronicle) had favorable effects on business confidence. By that time, 
prices were well below even the pre-Civil War normal. Not only was 
there no need to expect prices to fall farther but in fact they stopped 
falling. In addition, investment in railroads revived strongly in re- 
sponse to the new business furnished by a 50% increase in crop pro- 
duction since 1873 and the sales of railroad land grants to new settlers. 
During the summer it became apparent that the United States was to 
enjoy unusually bountiful crops, Europe unusually poor ones, a com- 
bination which for a predominantly agricultural country on the gold 
standard was a powerful stimulant. Thereafter, the expansion phase of 
the cycle was in full sway. 


VII. Conclusions 


When warfare ended in 1865, long-term investment prospects be- 
came favorable, particularly in railroads. Nevertheless, readjustment 
to peacetime conditions brought on a recession which lasted until the 
end of 1867. There was another recession in 1869-70, the causes of 
which are obscure. But the expansion of railroad investment went on, 
climaxing in a boom in 1872-73. By that time long-term investment 
prospects, from the point of view of the man who puts up the money, 
appear to have taken a turn for the worse. Nevertheless, a banking 
panic, the origins of which lay in the excesses of the railroad boom, 
was the immediate cause of the cyclical downturn. The theories of 
Schumpeter and Cassel both fit the facts of the downturn. Of the two, 
I prefer Schumpeter’s, though available evidence is not sufficient to 
settle the issue. The depression that followed is the longest of which 
we have record, lasting until early 1879. Though exceedingly severe in 
monetary terms, it was mild in real terms, partly as a result of price 


“ Partington, op. cit., p. 53. 
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flexibility. The unfavorable long-term investment situation accounts 
for the depression lasting through 1876 or 1877, but about that time 
the outlook appears to have improved. However, a number of short- 
run influences—the fact that the United States was off the gold stand- 
ard; a high degree of price flexibility; unfavorable price expectations; 
rate wars, strikes and adverse legislation in the railroad industry— 
delayed recovery. In 1879, the return to the gold standard put a floor 
under prices and increased confidence; and poor crops abroad com- 
bined with bumper crops in the United States gave a powerful stimulus, 
so that short-run as well as long-run prospects became propitious. 

The hypothesis of a major cycle from 1865 to 1879 (with the peak 
in 1873) requires a minor qualification. Long-term investment pros- 
pects, though the evidence is not altogether certain, apparently changed 
before the business cycle peak of 1873 and trough of 1879. Strictly 
speaking, we should perhaps date our major cycle accordingly. But 
simplicity and convenience dictate that we date the peaks and troughs 
of major cycles to coincide with peaks and troughs of business cycles. 
Otherwise, the hypothesis stands up. 
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THE MULTIPLIER TIME PERIOD: MONEY, 
INVENTORIES, AND FLEXIBILITY 


By GARDNER ACKLEY* 


The multiplier concept was introduced into economics as a device 
in comparative statics, showing the extent to which equilibrium levels 
of less-than-full-employment income differ with different magnitudes 
of “injections”—i.e, expenditures whose size does not depend on the 
level of income. In this setting, the multiplier is, of course, merely a 
“fifth wheel,” to use Professor A. G. Hart’s phrase.’ The analysis can 
be developed without using it at all. Nevertheless, it does constitute a 
convenient summary of some aspects of the behavior of the simpler 
model systems. And it cannot be denied that the multiplier has had a 
certain usefulness in dramatizing the importance of investment ex- 
penditures (and public expenditures or deficits) in policy discussions. 

Used as a device in comparative statics, however, the multiplier con- 
cept is of little use to the policy maker, whose interest is not only in 
the size of the ultimate increase in income assumed to result from a 
given increment in, say, deficit-financed expenditure, but as much in 
when this will occur: what the results will be in one month, six months, 
one year. To answer the latter question, the multiplier must be recast 
in dynamic terms; the process of income change must be thought of in 
terms of successive “rounds” of partial respending of income, with the 
ultimate increase seen as the cumulant of successive increments of 
spending, each a fraction of the previous one. The question “how much 
increase when” depends on the length of these “rounds” of income. If, 
when the multiplier is two, nearly 97 per cent of the ultimate effect is 
achieved within five “rounds,” does this take five weeks, five months, 
or five years? This indeed is an important question, to which various 
answers have been given, none perhaps fully satisfactory. 


I 


One answer was that the time period depended on the speed with 
which money circulates, or, more precisely, on the marginal circular 
velocity of active money. This was the position taken in Professor 


* The author is associate professor of economics at the University of Michigan. 
* Money, Debt, and Economic Activity (Prentice-Hall, 1948) n., p. 190. 
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Fritz Machlup’s well-known article “Period Analysis and Multiplier 
Theory.”* The argument that attempts to identify the multiplier time 
period with the velocity concept usually runs in terms of a simple 
example.* Let us suppose that there is new expenditure, say by govern- 
ment, financed by “new money.” This money is, let us say, paid out as 
income to leaf-rakers on Monday. On Tuesday, they spend a portion 
of this new money for consumer goods. This is not yet income, however. 
It will become additional income only as the added payment filters 
down through the economic system from retailers to wholesalers to 
manufacturers to raw material suppliers, and so on, with a fraction of 
it becoming income payment at each level (retailer, wholesaler, manu- 
facturer, supplier, etc.) in the form of wages, profit, interest, or rent, 
and the rest moving along in intermediate transactions. There is, 
however, some average interval between initial income payment and 
the resulting secondary income payments. The length of this period 
can be seen to be both the length of the multiplier period, and, as well, 
the average time that it takes a dollar (or at least a marginal dollar of 
active money) to make the circuit from one income recipient to another. 

Now the above argument is specifically based on the assumption that 
no “hoarding” or “dishoarding” occurs by business firms. Upon receipt 
of an additional stream of money payments, business firms, after their 
customary payment intervals, make enlarged money payments to fac- 
tors of production and suppliers. None of the new money stream is 
added to “idle” balances, nor is money withdrawn from “idle” balances 
to finance new production or purchases prior to the receipt of the 
enlarged money flow which originated with consumers. 

On the basis of the above assumptions the argument is undoubtedly 
correct. The length of the multiplier “round” depends upon payment 
habits, degree of integration, and the other institutional and psycho- 
logical factors which determine the velocity of active money. Our 
quarrel is only with the realism of the assumptions. 

Note first that this argument implies that money flows precede the 
reverse flow of goods. The retailer sends the new money to the whole- 
saler, from whom it reaches manufacturer and suppliers, who use the 

* Reprinted in Readings in Business Cycle Theory, G. Haberler, ed. (Blakiston, 1944), 
pp. 203-34. Not quite the same point of view is expressed in Professor Richard Goodwin’s 
article in The New Economics, S. E. Harris, ed. (Knopf, 1947), pp. 482-99. Professor 
Goodwin states that “It is obvious from the way the problem is stated, that the time from 
income creation to income creation implied in the velocity concept is the same as the 
over-all lag implied in the multiplier. . . . One should say, rather, that the two concepts 
agree if we mean the income velocity of active money” (p. 488). Goodwin, however, is 
careful to recognize that “velocity has no explanatory value” (p. 489), but rather merely 
that “multiplier analysis can make important use of the rich empirical evidence from 
monetary studies” (p. 488). See also n. 7, below. 

* See, for example, Machlup’s “primitive story” (op. cit., p. 210). 
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new stream of money to finance added production (and income pay- 
ments), following which the added goods move back up the stream to 
the retailer. 

One very important fault with the assumption is that business is not 
ordinarily done this way. Rather, payment is made at each stage only 
after receipt of goods previously ordered. With his enlarged order, 
the retailer includes payment for his last, mormal-sized shipment (as- 
suming that he waits until payment time to enlarge his order, which, 
of course, he may not do). The wholesaler does the same. The manu- 
facturer, like his suppliers ad infinitum, then receives an enlarged order, 
for which he will receive correspondingly enlarged money payment 
after he ships the enlarged flow of goods. With business done in this 
way the speed of the flow of the new money is seen to depend on the 
rate at which an added flow of goods is forthcoming, and there exists no 
logical reason for supposing that the rate at which production increases 
will bear any connection with any pre-existing speed of money flows. 
The sequence assumed in the money circulation argument seems to 
rest on the view that money is the limiting factor in determining the 
rate of production. Production cannot increase until the money arrives 
to finance the increase, and this added money will arrive on a schedule 
predetermined by customary payment habits, etc. But this makes for 
a logical impasse if money flows typically follow the reverse flow of 
goods; and, of course, it ignores the other possible, necessary, and 
usual means of financing added production through borrowing (either 
“new money” or someone else’s idle balance), use of one’s own idle 
balance, or liquidation of security or inventory assets. 

This apparently is realized by Machlup when he remarks: “Through 
the medium of induced dishoarding on the part of business firms the 
actual propagation of incomes may be much faster than that which is 
possible on the basis of the circuit flow of money. For the present, how- 
ever, we shall rule out induced dishoarding, as it has been ruled out 
by most writers on the subject.”* But why should we rule it out if that 
is a necessary feature of the way business is done? And having refused 
to rule it out, it is clear that the speed of money flows makes little differ- 
ence in the timing of the multiplication of income. 

If, to take an extreme case, the retailer recognized, on the second 
day after the newly received money had been spent by the workers, that 
his business was expanding, and telegraphed an enlarged order to the 
wholesaler, who in turn immediately telegraphed an enlarged order to 
the manufacturer, who, the next day, activated an idle production line, 
new income would be generated almost immediately. If, on the other 


* Op. cit., p. 215. 
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hand, the retailer’s and/or the wholesaler’s expansion of the stream of 
new orders was delayed (inventories being drawn down at one or the 
other stage) ;° or, if the manufacturer chose to meet or was forced to 
meet the increased demand out of finished goods inventory for a con- 
siderable period, before increasing his rate of production and income 
payment, there might be a prolonged delay in the second increase in 
income, despite the fact that the new money spent by the initial 
workers had long since reached his hands.° 

Presumably it is “induced dishoarding” that speeds up the process 
of income creation in the first of our two examples; “induced hoarding” 
that delays it, in the second. But what exactly is the “induced” hoard- 
ing or dishoarding? 

The two cases clearly give different income velocities: the quantity 
of money is the same in both, the levels of income different. Machlup 
wants to explain this by saying that the quantity of active money (the 
velocity, or marginal velocity, of which remains constant) has been 
altered by some kind of an act of hoarding or dishoarding that we can 
appropriately “rule out.’’ What is this “‘act”’? 

We suppose that both before and after the increase in income to, 
and increase in spending by, the first set of workers, all cash settle- 
ments are made, say, monthly, payment being made at that time for 
whatever goods were received during the previous month. Suppose 
further that there is no change in the degree of integration (there 
remain the same number of stages between which transactions must 
take place). The objective determinants of velocity have not changed. 
Nor, we suppose, has liquidity preference increased in the sense of a 
change in the attitude toward holding wealth in cash versus other forms. 
Yet in the one case we have dishoarding; in the other, hoarding. That 
is, money must have moved from “idle” to “active” balances, or vice 
versa. 

One way in which we can always reach this conclusion is simply to 
define the quantity of “active” money as some stable percentage of 
income. Knowing income, we then know the necessary quantity of 
“active” money. The circuit velocity of “active” money is obviously 
constant, and we can always explain any deviation of the multiplier 
time period from the time period implied in our constant velocity by 

*And if the manufacturer did not find out about the increase. business by other 
means, and try to prepare for what he thought would be its impact on him. 


* The irrelevance of money flows can be seen perhaps even more clearly in the reverse 
case—that of a decline in consumer demand. Does the manufacturer keep on making money 
payments to his workers at the old rate so long as money continues to flow to him at 
the old rate in payment for previous sales? Hardly. Once his orders decline, he is apt to 
reduce employment as rapidly as he can. To be sure, since the money flows continue, I 
suppose that he will be engaging in “induced hoarding” if he does this. 
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stating that “hoarding” or “dishoarding” has occurred. This obviously 
begs the question, and is of little help. 

A second approach is to try to give to “active” money some definition 
which is independent of the level of income. For example, we could 
(with Machlup, op. cit.) define “active” money as the difference be- 
tween average and recurring minimum balances. This gives the concept 
of active money an operational definition, permitting its measurement, 
and a testing of the assumption that the circuit velocity of active money 
so defined is constant. The author knows of no serious attempt to make 
such a test, however.’ He has constructed hypothetical sequences of 
income and cash balance change, one of which indeed shows the ratio 
of active money so defined to income remaining constant during periods 
of income change, others showing wide and unsystematic variation 
of the ratio. 

The real difficulty arises from the fact that while the quantity of 
“active” money may be a precise concept under stationary conditions, 
it breaks down when we consider income change. The quantity of 
“money work” that has to be done, or the quantity of “active” money, 
in a stationary economy is a precisely measurable amount. We can 
measure this amount by the difference between average and minimum 
balances, or perhaps in other ways, and find that for each period it 
remains a constant fraction of a constant. income. Another way of 
putting this is to say that under stationary conditions, new production 
is self-financing. Receipt of funds in payment for a previous period’s 
production provides the means to finance this period’s income payment. 

But when income changes, this is no longer true. If there is to be an 
increase in income payments, it must be otherwise financed. A decrease 
in income payments will release some means of finance. The quantity of 
“active money” loses its precision of definition. As a result, when in- 
come changes, the speed of the change will depend not on any previous 
speed of money circulation, but upon non-monetary factors of the sort 
we have suggested above, and will discuss in more detail in the next 

* Goodwin (op. cit.) follows the second sentence quoted above (n. 2) by the statement: 
“Keynes always accepted the hypothesis that the velocity of active money is substantially 
constant. The evidence for such a constancy is considerable. The average income velocity 
in the United States for 1909-18 was 3.11, and for 1919-28 it was 3.08 according to Pro- 
fessor Angell. This constancy was maintained in spite of large variations in both money 
and income. By taking long periods, we have some hope of eliminating the effects of idle 
money.” 

But what does this prove? If we assume the velocity of active money is constant, we 
can attribute the short-run changes in total velocity to changes in the proportions of 
active and idle money. But the long-run stability of total velocity tells us nothing about 
the short-run stability of the velocity of active money; or even about its long-run 
stability. There might as well have been a downward trend in the proportion of active 


money and an increase in its velocity. Unless we give active and idle money operational 
definitions and measure the concepts so defined, we prove nothing. 
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section. If those factors result in a constancy of the circuit velocity of 
active money (under any particular definition) it will be mere co- 
incidence. The speed of the process of income change depends primarily 
on these non-monetary factors.*® 

To summarise the argument of this part: 

1. The velocity explanation of the multiplier time period seems to 
assume that availability of money to finance production (income crea- 
tion) is the limiting factor in income change. Income payments cannot 
increase until the money arrives, and they will not decrease until the 
money flow decreases. 

2. In the case of expansion, this involves a logical impasse, if, as is 
normally the case, changes in money flows follow changes in the reverse 
flow of goods. 

3. In fact, other sources of financing must be, and normally are, 
available. 

4. Dismissal of these other means of financing as “induced dishoard- 
ing” seems to involve the question-begging definition of active money 
that assumes its velocity constant in order to define it. 

5. The actual factors which normally determine the time lag in the 
multiplier must be explained otherwise. 


II 


Professor Lloyd Metzler in a recent paper® approaches our question 
in a different way. He describes three lags in the process of income 
creation: first, the lag between a change in disposable income and a 
change in consumer expenditures (Professor Robertson’s well-known 
“day”); second, the lag between a change in consumer expenditure and 
a change in production rates (during which time inventories absorb the 
change in spending); and, third, the lag between production, i.e., in- 
come creation, and income payment (disposable income). He further 
demonstrates that such evidence as exists shows the first lag to be 
small or nonexistent, the second to be substantial though irregular, and 
the third to be substantial (primarily in the case of dividends) but 
unimportant. Without dismissing the first and third lags, let us, how- 
ever, direct our attention to some factors determining the length of 
the second lag—the period between an enlarged (or diminished) rate 


* Naturally, there are necessary mathematical relations between money turnover periods 
and the time period of the multiplier. Knowing the time rates of change of income and 
money supply we can compute the time rate of change of velocity, and vice versa. And if 
we define the quantity of active money as a constant fraction of income, there is a mathe- 
matical relationship between the time rates of change of income and of the shift from 
idle to active balances. 

*“Three Lags in the Circular Flow of Income,” in Income, Employment, and Public 
Policy: Essays in Honor of Alvin H. Hansen (Norton, 1948), pp. 11-32. 
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of consumer spending and an enlarged (or diminished) rate of produc- 
tion and income creation. . 

Let us assume, to begin with, that sellers at each level of production 
are initially satisfied with their inventory positions at the level of sales 
currently taking place, and proceed to consider the effects of an addi- 
tional stream of expenditures on final goods, not anticipated by sellers. 
The immediate effect will be a reduction of the inventories carried by 
sellers of final goods, making them now dissatisfied with their inven- 
tory positions, and leading them to take some action to increase their 
purchases or production. There are two questions here that we shall 
attempt, as best we can, to keep separate, for we are primarily con- 
cerned only with the second of them. The first has to do with the 
magnitude of their reaction, the second with its timing. Only under 
very special circumstances will the addition to their purchases or pro- 
duction be of the same magnitude as the increase in their sales. If, for 
example, they wish to keep inventories a constant percentage of sales, 
and they expect the new rate of sales to continue, purchases or produc- 
tion will increase by more than sales. Or, if they project the increase 
in sales to mean that futher increases will follow, purchases or pro- 
duction will increase by more than sales. Although this difference in 
magnitudes will affect the value of the “truncated multiplier”—its size 
as of some specific date—it will not affect the ultimate size of the 
multiplier when the new equilibrium is achieved; nor do we see any 
reason to believe that it would materially affect the Jength of the multi- 
plier “round.””” 

The increase in sales will lead sellers to take action which will, after 
some lag, result in enlarged income. How long will it take for the 
enlarged income to be realized, whatever the degree of enlargement may 
be? The problem is of course complicated by the fact that the enlarged 
income, when received, will normally lead to further enlargement of 
sales of final products, to further enlargement of income, etc. And since 
some of the income generated by the first stream of new expenditures 
will be received quickly, part of the “second round” (or even the third 
or fourth) may begin to be felt long before the first is completed. But 


*” The result of this lack of balance in magnitudes may well create a cyclical pattern 
of adustment. See L. A. Metzler, “The Nature and Stability of Inventory Cycles,” Rev. 
Econ. and Stat., Vol. 23 (Aug., 1941), pp. 113-29. We have only this comment on Professor 
Metzler’s results. His model sequences assume a single, uniform lag of income creation 
behind sales. This period’s sales, together with the seller’s idea of the inventory he wants 
to keep, determines next period’s production and income creation. When it is recognized 
that part of the income will be created immediately, other fractions at varying intervals 
thereafter, the results are far less clear. We have, in fact, not a single lag but a distributed 
lag. This should certainly dampen severely the cycles shown to result from his model. 
Put otherwise, Metzler’s model has only one level of production and of inventory hold- 
ing, instead of the many levels that in fact exist. 
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what we want to know is how long one round takes. What will deter- 
mine the average time period between a new expenditure and the 
income creation that results from that expenditure? It may not neces- 
sarily be true, however, that the average length of second, third, fourth, 
and subsequent rounds will be the same as the first, a complication 
difficult to deal with, but noted below. 

We can, I think, isolate several factors determining the length of the 
time between a disinvestment in inventory, and the subsequent act of 
income creation. They include: 

1. The time that it takes for sellers to realize that their rate of sales 
has increased relative to their rate of purchases or production. Even if 
a seller desires to maintain a fixed stock, or stocks as a fixed percentage 
of sales, he needs some time to assure himself that what has occurred 
was other than a random fluctuation in his sales volume. Presumably, 
the more erratic his normal daily or weekly or monthly sales, the 
longer it takes him to sort out the genuine increase from a mere 
random fluctuation. This lag occurs at each level involved in the 
production of the good—retailer, wholesaler, manufacturer, supplier, 
supplier’s supplier, etc., and the lags are additive. . 

2. The time interval between the giving (or acceptance) of orders. 
If orders are given (or accepted) weekly, a realization of a changed 
sales rate can quickly make itself felt at the next level. If sellers open 
their books only quarterly, or even annually, then the lag is much 
greater. These lags are also additive. 

3. The time that it takes to transmit orders. Unless used to include 
(1) and/or (2) this is probably short, although again additive.” 

4. The time that it takes to change the rate of production. As- 
suming, still, that the seller at each stage desires to keep a constant 
or proportional inventory, and, whenever he realizes his rate of sales 
has increased, immediately takes steps to increase purchases or pro- 
duction, there are physical limitations to the speed with which he may 
do so. These limitations include, of course, the time necessary to 
activate idle machinery, and to hire and, if necessary, train or retrain 
workers. But there is also an important limitation based on the existence 
or nonexistence of inventories at each stage of production. Assume an 
increased level of disposable income has increased retail sales of shoes; 
retailers have immediately increased their orders to wholesalers, who 
have immediately increased their orders to manufacturers. The shoe 
manufacturer cannot start increasing his rate of shoe production (and 


™Lags (2) and (3) can be short-circuited if sellers attempt to predict orders rather 
than merely wait for them. If, for example, a shoe manufacturer receives current data on 
retail shoe sales, he may determine his production rate in advance of the receipt of actual 
orders. 


dat 
@ 
" 
| 
f 
+ f 
yee 
2 
a4 
‘ 


4 
q 


358 THE AMERICAN ECONOMIC REVIEW 


income creation at his level) unless he has inventories of leather in 
excess of minimum working requirements. If the manufacturer has no 
inventory of leather, he must get it from his tanner. His tanner in 
turn can supply him only if he has more than minimum inventory of 
leather. If not, the tanner must first increase his input of cured hides 
(and output will increase only some weeks later). But this he cannot 
do unless he or his supplier has excess inventory of cured hides. If 
there are no such inventories, hides must be cured at an increased rate 
(I hesitate to suggest that cows must be killed—even bred—at an 
increased rate, yet, unless there are inventories, this is the case); 
cured hides must be tanned; tanned hides made into shoes; and shoes 
wholesaled and retailed. The whole process may take many, many 
months. 

On the other hand, if there are inventories of goods at each stage 
(raw materials for the next stage), if a realization that sales have in- 
creased occurs quickly at each stage, if orders increase immediately 
when sales increase, the whole process may take only a matter of days 
or weeks.” 

It is interesting that an argument can be developed here which is 
almost the exact opposite of the money circulation argument. Assume 
that no seller carries any “excess” inventories. Then when the signal 
is given for increased production, the process has to start at the very 
bottom. Work cannot be done at an increased rate at stage 2 until 
goods arrive at an increased rate from stage 1, and so on. If this is the 
case, the lag in income creation (in addition to the other relevant ones) 
will amount to approximately one-half the fabrication time.’* In this 
view, it is not the arrival of money, coming down the line from con- 


* Although our attention has been concentrated on the problem of speed of income in- 
crease, it should be noted that all of the lags up to this point except this last one operate 
also in the reverse case—the shrinkage in income resulting from an initial decline in spend- 
ing. Instead, however, of the existence or lack of existence of inventories, we have as 
the crucial factor the length of irrevocable commitments to suppliers and factors. Even 
here, however, inventories cannot be neglected. If, at any stage, a seller has inventories 
which exceed the necessary minimum, he can contract his production (income payments) 
and/or orders prior to the completion of his contract, and fill the balance of it from in- 
ventory. 

*See Goodwin, of. cit., p. 488. Goodwin attributes the discovery of this principle to 
Frisch. However, the essence of this view appears in Taussig’s Wages and Capital (Apple- 
ton, 1896, page references to 1915 edition). In Chapter IV, “The Elasticity of the Wages 
Fund,” Professor Taussig argues that the real income of the community is rather in- 
elastic in the short run, because the current flow of final output is largely predetermined 
by the nature of goods in process. “What is now available, and what will be available for 
a year or two to come, has been determined once for all. If all the active members of the 
community work harder or more effectively [or, what Taussig was precluded from saying, 
if there is fuller employment], they may secure more enjoyable things after a space; but 
present income depends on the manner and the extent to which the preparatory stages 
of production have been carried on” (pp. 88-89). 
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sumers that delays the process, but arrival of goods, coming up the line 
from “ultimate” producers that is relevant. 

Now both views are wrong, and for the same reason. The reason is 
that there are typically at hand, or readily obtainable, inventories both 
of money and of necessary materials. Hence production rates are 
normally more flexible than either view might suggest. The approach 
that makes money flows the limiting factor assumes (tacitly or other- 
wise) that sellers fail to carry idle balances—or that others fail to carry 
them available for lending or security purchase. Why is this assump- 
tion made? Because money is needed as a medium of exchange and 
for no other reason. Hence no one holds an “idle” balance. If he holds 
cash at all, it is only to bridge the gap between an in-payment and an 
out-payment. He lends out any excess. Idle balances are sterile, and 
gain-motivated firms and individuals will shun them. For the same 
reason no one holds “excess” inventories of goods. They are sterile, 
hence do not exist.”* 

Now neither view is carried to the extreme. Since in-payments and 
out-payments fail exactly to coincide, and because extremely short term 
lending and borrowing are obviously impracticable, balances are not 
“idle” if not larger than necessary to meet recurrent peaks in the need 
for cash. (Though whether a balance more than enough to meet, say, 
weekly or monthly peaks but not larger than necessary to meet, say 
quarterly or annual peaks is “idle” is a moot question.) Likewise, 
since deliveries and shipments do not coincide exactly with production 
flows, and small deliveries or shipments are impracticable, inventories 
are not “excess” if no larger than necessary to meet recurrent peak 
needs. (Again, there may be ambiguity in precise definition, though 
this is unimportant.) 

The question really is whether and why individuals and firms hold 
larger inventories of money or goods than are necessary for the above 
purposes, which can be described as “transactions demands” for money 
and inventories respectively. One reason is the speculative one. Money 
is held awaiting an expected rise in its “price”—.e., an expected fall 
in the price of debt. (It is not held—theoretically—waiting a fall in 
the price of goods; for, unless the price of debt is likewise expected to 


“Taussig (op. cit., p. 89) recognizes the possibility that inventories might provide 
slight flexibility, but argues: “Every dealer keeps enough in stock to meet current demand, 
and tries to keep no more. It is to his advantage to diminish his holdings to the minimum 
consistent with satisfying his customers. For every business manager, whether merchant 
or manufacturer, a needlessly large stock similarly means a needlessly large committal of 
his funds. . . . The drift in all must be to accommodate the supplies to habitual and 
expected demands, and to. keep no excess.” It is interesting that in earlier passages, Pro- 
fessor Taussig emphasized the elasticity of the money supplies from which wages could 
be paid and materials purchased. 
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fall, the money can be loaned out—at interest—while awaiting the 
fall in the price of goods.) There is a parallel “speculative” reason 
for holding goods—to await an expected rise in their price. Another 
reason for holding idle money—and excess inventories—is the pre- 
cautionary one. They are held to be ready for some unexpected demand — 
for their use on short notice—the failure of a debtor to make an 
expected payment, or the failure of a supplier to make an expected 
delivery. 

What Professor A. G. Hart (and others) have increasingly empha- 
sized in recent analyses of money holding is the importance of un- 
certainty in connection with all of these motives, although particularly 
in connection with the precautionary one. Hart argues that what is 
wrong with most previous analyses of the motives for holding money 
is the tacit assumption of certainty (or a “certainty equivalent’) as 
to future needs. He points out that even the transactions demand 
depends on expectations with respect to the future (what are the peak 
requirements for which money will need to be held?), and hence, with 
uncertainty, merges into the precautionary one. His “linkage of risk” 
and “financial respectability” principles are further used to explain 
why uncertainty leads to the desire for liquidity.’ 

Our emphasis is a parallel one. Uncertainty as to the future leads 
not only to monetary liquidity, but as well to the holding of inventories 
larger than theoretically necessary simply to facilitate the current flow 
of production. Just as the transactions demand for money depends on 
expectations, which if uncertain, lead to the holding of balances larger 
than necessary to finance most probable needs, so uncertainty as to 
future sales leads to holding of inventories in excess of those necessary 
to meet most probable circumstances. A prudent businessman in an 
uncertain world ought to hold “idle” money (although it is sterile and 
may depreciate as against goods or debt); and he ought also to hold 
“excess” inventory (although it is sterile and may depreciate as against 
money or debt). Unless he is willing to speculate on a fall in interest 
rates or a rise in goods prices—and it takes more than mere uncertainty 
to make him want to speculate—he will hold money. Unless he is 
definitely expecting a fall in goods prices he will hold excess inventories. 
For not to have the money or the inventories when needed to meet 
an unexpected, but always possible, increase in demand or failure of 
supply would mean missing an opportunity to profit.*® 

Again, this statement needs qualification. He need not hold idle 
money if he is sure he can borrow (or has reasonably liquid assets).’’ 


* Money, Debt, and Economic Activity (New York, Prentice-Hall, 1948), pp. 198-208. 
* Hart, op. cit., p. 523, makes a similar comparison of money and inventory holdings. 
™ Thus, to some extent, idle money and excess inventories are alternatives. 
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And he need not hold excess inventories of what are (to him) raw 
materials if he knows that his supplier holds excess inventories of what 
are (to the supplier) finished goods. All this means is that there must 
be knowledge that someone else has excess inventories of money or 
goods if a prudent businessman is not to hold them himself.’* 

It is interesting to note, however, that just as there may be mone- 
tary liquidity available to an individual but not to an economy (one firm 
can borrow or dispose of securities, but perhaps only if everyone else 
is not simultaneously trying to), there may also be an illusive sort of 
inventory “liquidity.” Each individual buyer of a good may know 
that his supplier carries sufficient excess stock to meet his unexpected 
peak demands; but if one firm supplies many purchasers, and if all 
purchasers try to obtain increased supplies at once, none may succeed 
in any measure in doing so. This is especially true the farther “back” 
we go toward common basic materials used in many industries.’® 

There is an interesting difference, however. The extra monetary 
liquidity can be created by commercial banks, or, if not, by central 
banks, almost at the stroke of a pen. This is particularly the case with 
respect to the kind of money needs we are talking about here—to 
finance current output—in a banking system, like ours, designed to 
provide a flexible money supply to facilitate just this kind of a process. 
The same is not true for stocks of goods. There is another important 
difference, of course. Money has no carrying charges; many kinds of 
goods do (storage, insurance, physical deterioration, risk of obsoles- 
cence). These factors operate to restrain inventory holdings—to induce 
firms to sacrifice flexibility, despite its advantages. 

Both of these differences suggest that, as between inventories of 
money and goods, it may more frequently be lack of inventories of 
goods that constitutes a bottleneck factor in expansion of output. 
Clearly neither inventories of goods nor money could ever constitute 
a technical bottleneck to contraction. In general, however (and generali- 
ties here become not too useful) sufficient flexibility seems to exist in 
most lines of output to permit moderate expansion without serious 
bottlenecks or delays while production flows are expanded “from the 

See, for example, the interesting discussion by M. Abramovitz, The Role of Inven- 
tories in Business Cycles, Occasional Paper 26 (National Bureau of Economic Research, 
1948), pp. 8-10, in which a contrast is made between the inventory behavior of manu- 
facturers’ stocks of raw rubber and raw silk. Stocks of the latter are held by dealers, and 
manufacturers’ stocks adjust quickly to changes in output. Stocks of the former are held 


by tire manufacturers, and their movement is inverse to that of tire production. Presumably, 
average manufacturers’ stocks relative to sales are much larger for rubber than for silk. 

* But just as many firms, having painfully discovered the illusiveness of the liquidity 
of securities or goods or lines of credit, have learned to hold idle money, so, surely, many 
firms recognize the need to hold excess inventories themselves rather than to count on 
being able to acquire them rapidly. 
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bottom up.” More detailed consideration of individual industries wil! 
doubtless lead both to illustrations of this as well as to the recognition 
of certain exceptions.” 

We have argued, thus far, that firms have normally reason to hold 
inventories in excess of those needed for “transactions purposes” 
(analogous to the “transaction demand” for money). And, if they do, 
we have shown that the availability of excess inventories at each stage 
in a production process will permit the flow of income to be expanded 
much more rapidly than if such inventories did not exist. The con- 
trasting case would be one in which (a) mo excess inventories were 
held, or (b) only inventories of final products. In either case, an in- 
crease in demand for final products could lead only to a slow expansion 
of production and income, as goods moved up the line from the earliest 
stages of production. Cases (a) and (b) do present in themselves inter- 
esting contrasts. If there were no excess inventories even of finished 
products, an increase in demand could succeed only in bidding up 
prices, first at retail, and then successively “down the line” toward the 
earliest stages of production. Sufficient expansion of output “from the 
bottom up” would presumably ultimately bid prices back down again if 
contractual money rates of factor remuneration had not in the meantime 
been raised. But real spending on final goods could not increase until 
real income (production) increased. In the other case, inventories of 
final products could permit an increase in real spending to take place 
prior to an increase in real income, without the same pressure on prices, 
the increase in spending on final products being offset by disinvestment 
in inventories of final products during the period in which output and 
income were gradually rising. Our point has been that this period of 
disinvestment can be much shorter if there are inventories at each 
stage to be temporarily drawn down while income the more rapidly 
rises.** 

However, and this is important, the existence of inventories at each 
stage may permit a more rapid expansion of income than would other- 


See Abramovitz (0p. cit.) for emphasis on, and illustrations of the different inventory 
situations of manufacturers. It should be noted, however, that the frequent showing by 
Abramovitz of long lags of inventory changes behind output, or even of inverse movement 
of inventories and output, strongly reinforces our view that inventories are typically in 
excess of “trarsactions” needs. Otherwise, stocks and output would have to move together. 

*™ After the preceding pages of Part II had been written and rewritten many times, the 
author discovered that much of their substance is included in the long paragraph on page 
288 of Keynes’ General Theory, a paragraph that he had read many times, without, 
apparently, full appreciation of its import. As Hansen remarks: “Time and again when I 
thought I had discovered this or that error in the Keynesian analysis, .. . I have been 
surprised to find how often, on examination, the point had already been anticipated and 
covered in the General Theory” (The New Economics, p. 136). 
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wise be possible, but it does not guarantee it. In fact, the existence of 
inventories at each stage may very well make the process of income 
expansion much slower than would be the case if they did not exist. 
Suppose, for example, that at each stage of production there were sub- 
stantial excess inventories both of finished products (for that stage) 
and of raw materials (for that stage). Suppose, further, that the be- 
havior of each seller were as follows: when demand increases, meet 
the enlarged demand out of excess finished goods inventory as long as 
possible before increasing the rate of production. Then use up excess 
raw material inventories for as long as possible before buying more. The 
supplier of the added material in turn does the same, and so does his 
supplier, etc. Under these circumstances the expansion of income 
might be terribly slow. Since inventories are larger, the period during 
which real spending can increase at the expense of inventory disinvest- 
ment is likewise much greater. A full “round” of income payments 
might be very long.” 

This leads us to consider the circumstances which might lead to 
inventory decisions of the sort described above. Why might a seller 
choose to disinvest in inventories rather than to increase his rate of pro- 
duction and/or purchases? Several sorts of reasons can be distinguished. 

1. The first reason has already been accounted for in the first of our 
previous list of “lags.” It is, namely, that sellers may have trouble dis- 
tinguishing a genuine increase in sales from a mere random fluctuation. 
Since we have already counted this as a source of delay, we should not 
count it again. But this category can be made to expand more or less 
indefinitely, unless we draw a line that is indeed difficult to draw. The 
cases of “perverse expectations” can be fitted in here with only a slight 
stretch of the definition: sales increase, but because they have increased, 
the seller concludes that they will be lower later on, and avoids taking 
action to increase his supplies. While, if there is an inventory cushion, 
perverse expectations do not lead to the disturbing results that can be 
shown to exist in a model in which there is no such cushion, such 
expectations might indeed result in substantial delays in income change. 
What seems to be involved is the question of the length of the seller’s 
horizon: what is the future period concerning which he has formulated 
an expectation as to average sales, within which period he interprets 


* One should suppose that this policy would lengthen only the first “round.” For subse- 
quent rounds, there would then be no excess inventories to delay the process of income 
expansion. But this very exhaustion of excess inventories would then prolong the second 
round as well, by forcing production to be expanded “from the bottom up.” Here, how- 
ever, our method begins to break down, for, since some of the income increment will have 
been paid out early, the second and third rounds will begin to be confused with the first, 
leading to numerous complexities. 
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a rise in demand merely as a chance fluctuation, to be followed by an 
offsetting decline which will restore the average to the level he has 
anticipated? Does he have any concept akin to the statistical concept 
of probable error, and react only when the change in sales is sufficiently 
great to be hardly explainable by random forces? My opinion is that 
we do not know enough about opinion-formation, planning, and the 
revision ef plans in business firms to be able even to suggest realistic 
considerations with respect to this case. 

2. A second reason for allowing inventories to be drawn down is 
like the first, although, I think, capable of distinction. A seller realizes, 
let us suppose, that sales have increased, and interprets it as a 
genuine increase, one that will require increased production and/or 
purchases to restore his inventories to their previous level (which, while 
in one sense “excessive,” is nevertheless the level he desires to maintain). 
But one of the purposes of holding excess inventories (which we in- 
tentionally omitted from our previous discussion) is to allow the seller 
some leeway in adjusting his rate of production to every change in 
sales. If he had no inventory of finished goods other than enough to 
meet random fluctuations and delivery discontinuities, every rise in 
demand would require either an immediate change in production rate, 
or a rise in price or rationing of his customers. And, likewise, if he 
were to avoid greater inventories, he would need promptly to turn 
down his rate of production every time sales declined. Now such fre- 
quent changes are awkward and costly. Much better to use inventories 
as a cushion. When demand rises, he then has time to assess the proba- 
ble extent and duration of the increase, and to adjust his production 
rate more deliberately and efficiently. But this may also be a source of 
lag. Inventories are held as a cushion, and they are allowed to do their 
cushioning.** 

3. A third reason why sellers might deliberately allow inventories to 
be drawn down could be found in the situation in which sellers’ inven- 
tories were initially larger than they desired to keep. Although we can 
dismiss this case, theoretically, as outside our domain (multiplier dis- 
cussion usually assumes initial equilibrium), practically speaking, the 
importance of this case cannot lightly be dismissed. A fiscal planner 
considering the effect of increased spending ought to take account of 
excessive inventories (“excessive” now used to mean not merely in 


** Abramovitz makes this point explicitly for manufacturers’ stocks of finisher staples 
(which, at least in short cycle phases, move inversely to output): “In view of the peren- 
nial uncertainty surrounding the business future, manufacturers wish to minimize the costs 
involved in changing their rate of operations, of which the chief is probably the cost of 
dispersing large numbers of workers who may have to be reassembled in the not distant 
future” (op. cit., pp. 18-19). 
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excess of transactions needs, but in excess of desired holdings). Such 
excessive inventories may seriously delay at least the first “round” of 
the propagation of income.”* 

But a policy of allowing inventories to decline has its counterpart in 
a policy of attempting to build up inventories. To the extent that such 
occurs, this can be interpreted as a case in which income is created 
prior to or concurrently with the expansion of sales, and can be 
described as a case in which the lag in the multiplier is negative or 
zero.” 

The real question, into the very middle of which we have now 
plunged, is whether to treat inventory investment or disinvestment as 
exogenous or as endogenous. The declines (increases) in inventories 
experienced by sellers who have not expected an increase (decrease) in 
demand are clearly endogenous, and their attempts to restore the statz:s 
quo ante, which lead to a subsequent change in income, can reasonably 
be described as part of a lag between demand and income changes. 
Indeed, the multiplier theory makes no sense at all in a dynamic setting 
unless we do go behind the initial act of disinvestment and consider the 
subsequent act of income creation. But any very realistic analysis of the 
process requires us to recognize that inventory policies are apparently 
not confined to the mere attempt to maintain stable inventories. Pro- 
fessor Abramovitz, as already noted, finds that inventories of staple 
manufactured goods in the hands of their producers typically vary 
inversely with output, i.e., there is inventory disinvestment while out- 


™* Reasons 1 and 2 in the above list presumably merely affect the timing of the multi- 
plier, not its ultimate size. Uitimately, inventories will be restored to some “normal” 
level. Reason 3 could be described as a reduction in the size of the multiplier rather than 
a delay in its timing. It can be thought of both as a lag and as a reduction in the size of 
the multiplier if expansions typically turn into contractions before inventories are built 
up to “normal” and contractions turn into expansions before inventories are reduced to 
“normal.” See J. R. Hicks, The Trade Cycie (Oxford University Press, 1950), Chapters 
2 and 3, for demonstration of how consumption lags can reduce the effective size of the 
multiplier when investment fluctuates back and forth. The same is true of inventory lags. 


* See the summary by Ruth P. Mack of preliminary findings of her study of the shoe 
and leather industries which appears in The Cumulation of Economic Knowledge (Twenty- 
Eight Annual Report of the National Bureau of Economic ‘Research, 1948), pp. 42-44. 
“We find that hide marketing, leather tanning, shoe production and retailing all seem to 
reach peaks or troughs more or less together. This is true, moreover, not only of move- 
ments associated with business cycles but also of minor movements clearly identifiable in 
the shoe, leather, and hide industry. . . . Orders placed by retailers or wholesalers with 
shoe manufacturers appear to be the gear connecting retail sales and production. Orders 
for shoes seem to reach peaks and troughs about two months ahead of sales, and since 
this is also approximately the period by which orders precede production of shoes, 
synchronous timings of retail sales and production results.” This might be described as a 
zero multiplier time period (or even negative, since income payments must reach peaks and 
troughs somewhat before shoe production). The process by which the necessary forecasts 
are made, and corrected, is given highly condensed discussion in the reference. 
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put expands and investment while it contracts. As he shows, this can 
hardly be accounted for merely as a lag of adjustment.” Yet for in- 
dustry as a whole, investment in inventories fluctuates directly with 
business cycles, with the turning points of inventory investment ap- 
parently coinciding closely with turning points in general business 
activity. Inventories (as opposed to inventory investment) lag perhaps 
six months behind activity at turning points but thereafter move in the 
same direction.** Thus inventory investment accompanies income ex- 
pansions, and inventory disinvestment accompanies contractions. 

If we could appropriately consider all inventory change as endoge- 
nous, we could, perhaps must, consider inventory policies as factors 
contributing to the determination of the size and timing of the effective 
multipiier. But, in the present state of our knowledge, it may be more 
appropriate to consider some part of inventory change as exogenous— 
i.e., to recognize that the forces which relate income change to inventory 
change are so complicated and variable that we cannot include them in 
our model. This latter choice, however, although probably forced upon 
us, almost requires that we abandon any attempt at realistic analysis 
of the multiplier time period. For, if a rise in final demand is preceded, 
accompanied, or followed by a rise in inventory demand, we surely 
cannot distinguish the timing of that part of income creation which 
arises from the increase in final demand from that arising from the 
new inventory demand, and hence can say nothing very useful about 
the timing of income change. 

Perhaps by this time we have sufficiently succeeded in demonstrating 
the difficulties of determining “the” time period for the multiplier. If 
changes in spending are foreseen, the effect may be extremely rapid; 
if sellers react “passively,” by changing production and/or purchases 
as rapidly as feasible, the delays may be slight or extensive depending 
on numerous factors, the one of which we have emphasized being the 
existence or non-existence of inventories at each stage in production; 
yet the existence of such inventories, which permits expansion to be 
more rapid, also permits sellers who do not react passively to delay 
the speed of income propagation very substantially; and the “exoge- 
nous” changes in inventories which in fact accompany income changes 
prevent us from isolating the time period of the multiplier in the true 
sense. 

In other words, what we are suggesting turns out to be not another 


* Op. cit., pp. 17-18. The above statement is modified for unusually long expansions or 
contractions: inventories begin to turn down in the late stages of long contractions and 
to turn up in the late stages of long expansions. 


* Op. cit., pp. 3-5. 
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theory of the multiplier time period, but rather that no neat theory can 
be appropriate. We reject the approach that makes a previously existing 
speed of money flows determine the time period; nor does the view that 
it depends on fabrication time seem much better. That there may be a 
substantial lapse of time in the operation of the multiplier is clear; 
empirical studies might even succeed in disclosing some regularity in 
its duration. But there appears to be no simple basis for the determina- 
tion of its length on abstract grounds. 


III 


The theory of the multiplier is ordinarily developed in a setting of 
assumptions in which labor and fixed resources are assumed to be 
under-utilized. That is, we assume that there is idle labor seeking em- 
ployment’ and that there are either idle machines or at least that 
existing machines can be utilized more intensively with little or 
moderate loss of efficiency. For these reasons, we ordinarily assume 
that output and income are “flexible’”—i.e., can be expanded readily 
in response to rising demand. 

But in any considerable expansion of output, or in any expansion 
whose form is different from that of previous expansions, shortages of 
particular kinds of labor or fixed assets may also occur at various 
points in the economy. Or, if the expansion takes place after a plateau 
of low output long enough for idle fixed assets to have been worn out 
and not replaced, bottlenecks of fixed asset capacity may also fre- 
quently be encountered. What essential difference in treatment does 
this require? 

Consider first a bottleneck of fixed asset capacity. In terms of physi- 
cal limitations on speed of output and income expansion, it only adds 
the fact that such assets are often not carried in inventory, and fre- 
quently take long periods to construct. But a far more important 
difference is that these aids to production are durable. They will not 
be used up in producing added current output necessary to meet 
currently enlarged demand. This has two consequences for our analysis: 
(1) if the decision is made to acquire them, there is an additional pri- 
mary increment in income (injection) equal to the difference between 
current depreciation of such assets and their total cost—to buy a 
current unit of asset service you also must buy now many future units 
of asset service; and hence (2) the decision to accquire them depends 
not only on current demand for the product for which the asset service 
is desired but also on the expectation of future demand. As a result of 
this fact, the asset may not be acquired even though there might be the 
possibility of present profitable use of the asset service, and, on the 
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other hand, it may be acquired even if there is not immediate need for 
its service if such continuing need is expected to occur in sufficient 
volume in the near future. 

Likewise, it is clear that bottlenecks of labor of particular kinds or 
at particular places may prevent the expansion of employment and 
output. A theory of income flexibility in a larger sense cannot there- 
fore be constructed without extensive and careful analysis of these 
bottlenecks and how they are broken. Detailed consideration here 
would lead us far afield. It should be clear, however, that even in a 
less-than-full employment economy, the multiplier theory, and particu- 
larly any dynamic discussion of multiplier time periods, is seriously 
incomplete and misleading if it ignores bottleneck problems.” 

The theory of the multiplier is a bold and challenging piece of 
analysis. But it is true only as a first approximation, under ideal condi- 
tions. Not only does income change only by a process that takes time, 
but to determine the speed and extent of that process involves an 
analysis of business practices, attitudes, responses; of technical condi- 
tions of production and supply; of consumer behavior, income distribu- 
tion, lay-off and hiring procedures; of indirect impacts on government 
budgets through effects on tax collections, transfer payments, social se- 
curity contributions; of indirect impacts on the money market; indeed 
of every aspect of the economic process. To understand them we need 
a vast fund of institutional knowledge about the business system, and, 
perhaps even more important, an understanding of the psychological 
frames of reference of business firms and individuals, which determine 
the way in which and the speed with which they respond to changes 
in objective facts. 

A War Production Board trying to estimate the speed with which 
a less-than-full employment economy could achieve full production 
for war would find the multiplier theory of little practical use in 
planning. I hasten to add, of course, that a War Production Board 
which ignored the multiplier effect—i.e., the induced consumption de- 
mand accompanying rising income—would do a very bad job of 
planning indeed. 

* We should, however, note an asymmetry here. These bottlenecks operate only to re- 


strain expansions, not to delay contractions. The same was true, it should be recalled, of 
possible shortages of money and inventories. 
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NEW IDEAS IN THE THEORY OF INTERNATIONAL TRADE 
By Rospert W. STEVENS* 


I. Introduction 


Postwar experience with the General Agreement for Tariffs and 
Trade and various other international economic organizations con- 
tinues to validate a remark made by Lloyd Metzler that “The practical 
conduct of international trade is . . . much more a problem of negotia- 
tion and compromise than the classical economists believed.’” It is the 
purpose of this paper to investigate some recent contributions to the 
theory of international trade which are closely related to Metzler’s 
widely shared opinion. These contributions are based upon the central 
idea that the economic judgments of those in control of a country’s 
international trade can be given formal theoretical expression, and 
the advocates of the new approach purport to provide us with a clear- 
cut graphical representation of the economizing activities of ruthless 
and short-sighted national states. Their methodology relies upon curves 
of reciprocal demand and community indifference which were first 
developed by Marshall and Edgeworth. After a summary of the 
methodology and a discussion of some of its novel implications, reasons 
are advanced in a final section for finding it unacceptable. 


II. Foundations in Marshall and Edgeworth 


In Money, Credit and Commerce, Marshall introduced his sections 
on reciprocal international demand by relating them to Mill’s pioneer 
analysis of the subject. In order to conduct his analysis in real terms, 
Marshall wrote, “Mill took a yard of cloth as representative of the 
products of one country and a yard of linen as representative of the 
products of the other. But it seems better to suppose either country 
to make up her exports into representative ‘bales’; that is, bales, each 
of which represents uniform aggregate investments of her labor (of 
various qualities) and her capital.”* By adopting this expedient, 
Marshall was able to express the international commodity supplies 

* The author is with the Economic Cooperation Administration Special Mission to the 
United Kingdom. The views stated are personal views only. 


*Lloyd A. Metzler, “The Theory of International Trade,” in A Survey of Contemporary 
Economics, Howard §S, Ellis, editor (Philadelphia, Blakiston, 1948), p. 252. 


? Alfred Marshall, Money, Credit and Commerce (London, Macmillan, 1923), p. 157. 
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and demands of two countries in “bale units” whose embodiments of 
resources remain constant even though the actual commodity composi- 
tion of trade is constantly changing. 

Diagram I is adapted from the schedules and diagrams which 
Marshall used to illustrate two countries’ reciprocal demand curves 


E Bales 
Dracram I 


(or offer curves) on a single plane.* OE represents England’s offer 


curve and OG represents Germany’s. OE shows that if only a few G 
bales are available in England, they would command a high price in 
terms of E bales, and that their value in England would fall as more 
of them are supplied. Marshall points out that it is a supply-and- 
demand (or reciprocal) demand curve because it also reflects the fact 
that England can supply (offer) more and more E bales only at pro- 
gressively higher prices in terms of G bales. The same conditions of 
course apply to OG, and a moment’s inspection will show that under 
free trade conditions a stable equilibrium will be established at P, with 
the slope of OP reflecting the price (terms of trade) .* 

Edgeworth, who was familiar with Marshall’s method long before 
it appeared in Money, Credit and Commerce, indicated in a preliminary 
way how community indifference curves could be used on the 
Marshallian plane.’ To Marshall’s curves he added OT and OS 


® Ibid. p. 162 and p. 331. 

‘Besides Marshall’s own exposition, lucid accounts of his curves of reciprocal demand 
may be found in G. Haberler, The Theory of International Trade, translated by Alfred 
Stonier and Frederick Benham (London, George Allen and Unwin, 1937), pp. 150-59; and 
in J. Viner, Studies in the Theory of International Trade (London, George Allen and 
Unwin, 1937), pp. 541-47. 

* Francis Y. Edgeworth, “Theory of International Values,” Econ. Jour., Vol. 4 (1894), 
pp. 35-50; 423-43; 606-38. 
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(Diagram II), portraying the domestic constant cost ratios of pro- 
ducing in Germany and in England, respectively, the goods that enter 
into their international trade. Then, assuming constant costs, OT and 
OS provide limits within which the terms of trade between the two 
countries must fall, since trade would not take place outside the limits 
thus established. He noted that, abandoning the constant costs assump- 
tion, one might substitute “a curve of constant advantage, or ‘indiffer- 
ence curve’ . . . representing states for which the advantage . . . is no 
greater than if there had been no trade.” Assuming increasing costs 
in both countries, such curves would “curl inward” from OT and OS. 
He did not draw them, nor did he specify the existence of “families” 
of such indifference curves representing for each country successively 
greater total satisfaction from trade. Instead, he drew one such curve 
to illustrate the result of an English tariff which would move the 
equilibrium point to the left along OG. (A tariff would distort a 
country’s offer curve in this way because it would reduce the country’s 
demand for imports.) 

Edgeworth’s community indifference curve is the broken line ii in 
Diagram II. It must be tangent to the OP vector at P because under 
free trade, trade would be carried to the point where E’s exporters-and- 
importers are on the highest possible indifference curve, given the terms 
of trade (OP). That is to say, a reciprocal demand curve is the locus 
of points of tangency between the indifference curves of the trading unit 
and the terms of trade (or price lines) it might face. Thus OG is for 
Germany a locus of optimum positions for steadily improving terms of 
trade and OE is a similar locus for England. It follows that a reciprocal 
demand curve implies a family of indifference curves. We shall return 
later to the use which Edgeworth made of his diagram. 


III. The Country As a Monopolist 


First, it will be useful to outline the recent further elaboration of 
these early contributions by Marshall and Edgeworth. The con- 
temporary writers examined below are assuming a “classical world” in 
which a tariff does not alter the level of domestic employment, but 
does secure an improved “swap ratio” of exports for imports. Thus 
we have an approach which is related to the terms of trade argument 
for tariffs, but not to the level of employment argument.” 


*For another application of this methodology see J. T. Dunlop and Benjamin Higgins, 
“Bargaining Power and Market Structures,” Jour. Pol. Econ., Vol. 50 (Feb., 1942), 
pp. 1-26. 

"Besides the articles cited in the text, the reader may wish to consult certain other 
sources. An important and relatively early contribution was made by W. W. Leontief in 
“The Use of Indifference Curves in the Analysis of Foreign Trade,” Quart. Jour. Econ., 
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We may begin with Samuelson’s demonstration® that under free 
trade the intersection of two countries’ reciprocal demand curves 
would necessarily lie on what is conventionally called the contract 
curve in the theory of bilateral monoply, and that no movement is 
possible along this curve that would benefit both parties.* Moreover, 
any such movement would necessarily injure the interest of one of 
them. Furthermore, as Samuelson points out, “There is absolutely no 
presumption whatsoever that (the free trade) equilibrium point is 
superior in any sense to any other point on the contract curve” for 
no welfare judgments are possible about movements on the contract 
curve. This is so because welfare positions in the two countries cannot 
be compared meaningfully. He proceeds to point out that the free 
trade equilibrium point would not be the “best” position on the con- 
tract curve for either single country, because each would prefer to be 
at the intersection of the contract curve with a higher one of its own 
indifference curves. Samuelson concludes, therefore, that “one country 
behaving like a competitor, it can be shown that it is always to the 


Vol. 47 (May, 1933), pp. 493-503. However, his approach is not, strictly speaking, in the 
Marshall-Edgeworth tradition of reciprocal demand. Kaldor’s Economica article cited in 
note 10 below contains a useful diagram showing the essential nature of community in- 
difference curves and W. M. Baumol, “The Community Indifference Map: A Construction,” 
Rev. Econ. Stud., Vol. XVII (3) No. 44 (1949-50), pp. 189-97, elaborates with considerable 
refinement the technique of their construction. I. M. D. Little, in “Welfare and Tariffs,” 
Rev. Econ. Stud., Vol XVI (2) No. 40 (1949-50), comments on community indifference 
curves from the standpoint of welfare economics. 

*Paul Samuelson, “Welfare Economics and International Trade,” Am. Econ. Rev., 
Vol. 28, No. 2 (June, 1938), pp. 261-66. 

*In the theory of bilateral monopoly as developed by Edgeworth and others, the in- 
difference maps of two trading units are superimposed as in the accornpanying diagram. 
The contract curve CC is the locus of tangencies of the two families of indifference curves. 
Of two bilateral monopolists, each would posit an indifference curve for the other and then 
move to the point of tangency between it and one of its own indifference curves. The 
final position on the contract curve would depend upon the relative bargaining strengths of 
the partners. 
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advantage of the other not to so behave, but rather to take account 
monopolistically of its own effect on price . . . and move the other 
along its offer curve up to a point of tangency of that locus with the 
monopolist’s indifference curve.” 

Kaldor’®® showed this behavior diagrammatically, somewhat as in 
Diagram III which I have designed in order to show how the con- 
temporary methodology has grown out of Marshall’s work. He has G 
(France in his illustration) impose a general tariff, shifting OG to 
OG’ and the point of trade equilibrium from P to P’. P’ is a preferred 
position on OE for G because it is to the right of P”, where the G 


E Bales 
Dracram III DracraM V 


indifference curve through P intersects OE. He also shows that the 
optimum duty for G would distort OG so that it would intersect OE 
at pi, where OE is tangent to the highest possible G indifference curve. 
A higher tariff, distorting OG to intersect OE below pi would result in 
less gain, and in actual loss if the new intersection is to the left of P”. 
Hence Kaldor calls pi the “optimum monopoly position” and the 
price of wine (France’s representative export in his illustration—a G 
bale in Diagram III) is the one which would rule if a single monopolist 
exported it. He observes that the introduction of import duties can 
produce “exactly the same effects as the introduction of monopoly,” 
and goes on to remark that “retaliation will improve the position of 
the exploited country, but it might leave both countries worse off than 
they were originally.” 

Scitovsky’s contribution’® logically follows upon Kaldor’s two con- 

*N. Kaldor, “A Note on Tariffs and the Terms of Trade,” Economica, Vol. 7 (Nov., 
1940), pp. 377-80. 

“ Note that G increases its gain from trade even though its volume of trade is less. 


“Tibor Scitovsky, “A Reconsideration of the Theory of Tariffs,” Rev. Econ. Stud., 
Vol. 9 (Summer, 1942), pp. 89-110. 
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clusions, for he portrays the behavior of a monopolistic entrepreneur 
on a diagram similar to Diagram III and also shows diagrammatically 
the effects of retaliation and counter-retaliation. He points out that 
the opportunity to move P to its “optimum” position (E’ or G’ in 
Diagram V) is not open to both countries simultaneously and, there- 
fore, that there is a premium to be had for acting promptly. If one 
country does act and if each of them then proceeds to retaliate against 
the other, the volume of trade will steadily diminish as the two curves 
shift nearer to each other, but at each step the tariff-enacting country 
moves to a better position than it would have been in if it had not 
fought back. As Scitovsky observes, a position of equilibrium will be 
reached where “the two tariff-ridden offer curves are both tangential, 
each to one of the other country’s community indifference curves.” 
Whether or not this position is reached before all trade stops depends 
upon the shapes and relative positions of the indifference curves. 
Scitovsky also brings out clearly how the technique of bilateral 
monopoly can be used to analyze foreign trade policies by countries 
which typically do not trade with only one partner. If it is supposed 
that any one country will not consider the danger of retaliation by 
all other countries to its own tariffs, one reciprocal demand curve (and 
its implied community indifference curves) may be taken to represent 
“the rest of the world” as seen from one country. Generalizing this 
procedure means that “the rest of the world” will in fact act monopo- 
listically, so that on the diagrams it is as if only two countries were 
being considered. 

That this new equilibrium position, even if some trade continues, is 
very likely to be one of less satisfaction for “each country” taken singly 
than it enjoyed at P (before they started) is shown by Hirschman.** 

Despite this fairly recent accumulation of a significant body of 
theory, there has been no systematic attempt to relate it to its ante- 
cedents in Marshall and Edgeworth, to examine its methodological 
limitations, and to contrast it with the traditional analysis of inter- 
national trade by English-speaking economists.** 


* Albert O. Hirschman, National Power and the Structure of Foreign Trade (Berkeley 
and Los Angeles, University of California Press, 1945), pp. 44-45. 

™ Moreover, there is not unanimity among the profession that the methodology described 
above is the most satisfactory way to approach the problem of how one country might 
reap monopoly gains from its international trade. Lerner ignores this body of thought in 
addressing himself to the question, and his treatment suffers as a result. (Vid. The Econom- 
ics of Control [New York, Macmillan, 1944], Chaps. 27 and 29.) He proposes that a 
country should follow monopolistic principles in the various markets for its exports and 
monopsonistic principles in the various markets for its imports. By neglecting the principle 
of reciprocal demand he seems to suppose that, for example, the elasticity of the foreign 
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IV. The Terms of Trade and the Volume of Trade 


We are now in a position to appraise Edgeworth’s use of his 
pioneer diagram (Diagram II above). He sought to decide whether 
England would be benefited by distorting its offer curve to the left 
along OG by means of a tariff. He decided that if Q, the assumed new 
position of equilibrium after the tariff, is above M and inside the 
trade indifference curve, the inhabitants of England would be benefited 
by the tariff because their terms of trade would be better. In the light 
of contemporary use of this methodology, his analytical conclusion 
appears curious because, in the first place, it is apparent that Eng- 
land’s terms of trade are better than at P at all points on OG between 
O and P, and the fact that the indifference curve cuts OMQP at M 
has nothing to do with this. In the second place, it is apparent that OG 
would intersect higher E indifference curves at all points between M 
and P, but that MQP is tangent to only one E indifference curve. In 
other words, as the indifference curve is drawn, it shows that improved 
terms of trade more than compensate E for the shrinking volume of 
trade along OG from P to M, but fail to do so between M and O.”° 

Marshall also sought to decide whether a country could gain by 
enacting a tariff to distort its offer curve. He concluded that a country 
would clearly gain if it faced a reciprocal demand of less than unit 
elasticity but would probably no¢ gain if it faced a reciprocal demand 


of greater than unit elasticity."* The reason for this position was, of 
course, that if the foreign reciprocal demand is inelastic, a tariff- 
distorted offer curve will increase both imports and the home supply 
of exportable goods, while if its elasticity is greater than unity, the home 


supply of every good is quite independent of the amount of a given country’s own exports 
which are offered in exchange. For a similar approach see Stephen Enke, “The Monopsony 
Case for Tariffs,” Quart. Jour. Econ., Vol. LVIII (Feb., 1944), pp. 229-45. 

* Viner, in commenting on Edgeworth’s exercise, fell into the same pitfall that Edge- 
worth did—i.e., failed to recognize that the indifference curves must take account of both 
the terms and volume of trade in so far as each affects welfare. (Viner, op. cit. p. 582). 
Benham also fails to take into account this characteristic of the methodology (F. Benham, 
“The Terms of Trade,” Economica, Vol. VII {Nov., 1940], p. 360-76). 

Apparently it was Edgeworth’s personal opinion that his graphical exercise should not 
be taken too seriously, for he promptly sought to minimize the implications of his con- 
clusion for policy. In commenting upon his own analysis, he quoted with approval a 
remark by J. S. Nicholson that some analytical demonstrations are ‘‘part of the casuistry 
of economics, like the discussions of moral philosophers concerning the occasional justi- 
fication of mendacity. Free trade, like honesty, still remains the best policy.” 

* Marshall did not think this terms of trade argument for tariffs was of much impor- 
tance as a practical matter. His position rested in part upon his opinion that, “no country 
is likely to be able to throw any considerable part of the burden of her import duties on 
others: unless, either all her exports consist of things of which she has at least a partial 
monopoly; or she is the only important consumer of most of the commodities which she 
imports from those countries” (op. cit., p. 198). 
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supply of exportable goods will increase but imports will decrease. In 
this latter case, the volume of trade declines, although the terms of trade 
improve; and without a single index of the effect of both on welfare, 
Marshall and his contemporaries believed that the advantage did not 
lie with restrictive practices. 


V. Restriction of the “Output” of Exports 


Until the appearance of the body of ideas summarized above, the 
Marshallian curves of reciprocal demand were not used for the analysis . 
of problems in the field of international trade. Rather, they were 
regarded as providing an interesting graphical method of representing 
equilibrium in trade across national boundaries and were seldom used 


E Bales 


Diacram IV 


at all except, perhaps, for intellectual exercise by economists. Those 
who have revived the method now reject Marshall’s view that a 
country could probably not gain from a tariff if it faced a reciprocal 
demand with greater than unit elasticity. Instead, they claim that a 
tariff will confer a nationalistic advantage if the country faces a re- 
ciprocal demand of anything less than infinite elasticity. A tariff de- 
creases the (tariff-enacting) country’s demand for imports in the 
schedule sense, and when this is portrayed on Marshall’s curves, it 
also amounts to a reduction in the supply schedule of exports. The 
content and significance of the body of thought under review can 
perhaps be clarified if it is provisionally accepted for a graphical 
demonstration of this case. 

The proposition that a zero tariff is the optimum monopolistic policy 
if a country faces a reciprocal demand for its exports of infinite 
elasticity could be demonstrated as in Diagram IV. Here OI is a 
“foreign” reciprocal demand curve of infinite elasticity, and OE is the 
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home country’s reciprocal demand curve. If the home country follows 
a free trade policy (i.e., does not distort its offer curve), equilibrium 
would be at P. As explained above, it follows from the derivation of 
OE that one of E’s community indifference curves must be tangent 
to OI at P. Therefore, P is the optimum position on OI for E and 
free trade is indeed the rational policy for E. It would continue to be 
so even if G should levy a tariff shifting the position of OI, as long as OI 
remains a straight line, or in other words, as long as the country faces 
constant terms of trade. 

To assume that a single country will not consider the collective 
retaliation of other countries to its own tariff policies (a necessary 
assumption for this methodology, as pointed out above) implies that the 
country supplies exports to a world market in which it believes the 
demand (in the schedule sense) for its exports will not change as a 
result of its own policies. It is conventional, among those who use 
international reciprocal demand curves, to suppose that countries face 
a “curvilinear” reciprocal demand, which is to say that they realize 
different terms of trade for different “outputs” of exports. (Otherwise, 
they would face a demand of infinite elasticity and the optimum tariff 
would always be zero.) For a given country, this possession of a 
certain amount of control over its market may, of course, arise either 
from some degree of monopoly in its export markets or some degree of 
monopsony in its import markets, or both. The presence of some 
degree of market control in this sense is usually alluded to by stating 
that the given country’s “strategic position” (economically) is taken 
as a datum. Therefore, in a single diagram, one may show the differ- 
ence in the rational behavior of a country if, on the one hand, it believes 
that it faces an infinitely elastic reciprocal demand, and, on the other 
hand, it believes that the world’s reciprocal demand for its exports is 
of less than infinite elasticity. Such a contrast is analytically similar 
to the Chamberlinian case of a single monopolistic firm contrasted with 
a competitive firm. 

If the reciprocal demand for E’s exports is of infinite elasticity, OI 
in Diagram IV, E will be in free trade equilibrium at P supplying OC 
of E bales in exchange for OA of G bales. Free trade is, of course, the 
optimum policy for E. If, however, we suppose that E does have some 
control over the price of its exports and faces a curvilinear reciprocal 
demand curve, it will restrict trade. OG, the curve of less than infinite 
elasticity, must begin at O and pass through P. E’s equilibrium position 
now shifts to Q, where it supplies (fewer) OM exports in exchange 
for (fewer) OB imports. Because OG is curvilinear and convex to the 
G bale axis, and must pass through both O and P, it follows that it 
must be tangent to an indifference curve at a volume of E bales less 
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than OC, and it would be rational for E to distort the reciprocal de- 
mand curve (OE) by a tariff so that it would intersect OG at Q. Thus we 
find that if a country were in a situation in which it believed that differ- 
ent terms of trade would be associated with different volumes of 
exports, it would rationally supply fewer exports and receive fewer 
imports than it would if it faced given and constant terms of trade (an 
infinitely elastic foreign reciprocal demand). 


VI. Radical Implications of the Methodology 


Thus far a sketch has been provided of the interesting manipulations 
which appear to have been made possible by theoretical refinement of 
basic tools worked out by Marshall and Edgeworth. In section VII 
below, reasons are advanced for finding the use of community indiffer- 
ence curves unsatisfactory, but very eminent members of the profes- 
sion have subscribed—either explicitly or implicitly—to their use and, 
as will be pointed out in this section, without apparently recogniz‘ng all 
of the implications of doing so.*’ Broadly speaking, the methodology 
under discussion comes very close to providing us with a consistent 
formal theory of an important aspect of economic nationalism, and in 
a world which has been tormented by various forms of this virus since, 
say 1920, it would be a highly significant achievement if economists 
could provide an acceptable formal theory of the phenomenon. There- 
fore, this section has been added to indicate the great importance that 
would attach to the ideas under review—if one did not feel compelled to 
add a final section rejecting the methodology.” 


A. The Selection of Premises 


At the hands of English-speaking economists, the development of 
the formal theory of international trade has been largely “atomistic” 
and cosmopolitan in character because the premises used have been 
applicable to economic relations among private buyers and sellers who 
happen to live in different countries but conduct trade across national 
boundaries. More specifically, if still in terms of broad generality, 
it has usually been supposed that: (1) The relevant decisions in inter- 
national trade are made by many, private, profit-maximizing business 
units and many, unorganized, income-maximizing consumers; (2) The 

* H. Denis, in “A Note on the Theory of Tariffs,” Rev. Econ. Stud., Vol. XII (2), No. 
32 (1944-45), cites the bouy of doctrine under review here as constituting “important 


progress in the pure theory of international trade” without remarking upon the sharp 
break with precedent in the English-speaking world which these doctrines involve. 

“Tt is clear from what has gone before that all economists do not find it necessary to 
reject community indifference curves. For a rather typical attitude toward this problem 
which does not quite finally reject them, see G. Haberler, “Some Problems in the Pure 
Theory of International Trade,” Econ. Jour., Vol. LX, No. 238 (June, 1950), pp. 223-40. 
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relevant decisions tend to be made in terms of price and cost relation- 
ships; (3) The balance of payments of a country is a registering device 
rather than a guide to active policies that may themselves be systemati- 
cally expounded; (4) The rdle of government is typically restricted to 
management of the currency.*® Thus atomistic forces have been 
stressed, and have tended to lead an existence independent of any 
considerations of a national economic interest which might inhere in 
the fact of national sovereignty. Ricardo’s famous remark that “Every 
transaction in [international] commerce is an independent transac- 
tion,” illustrates this characteristic of our subject. 

It is against this background that the essential novelty of the ideas 
here under discussion appears, for they sectionalize the world economy 
into independent national economies by assuming the existence of two 
separate community preference systems. Such a sharp separation of 
distinctly national economic interests, and the formulation of a formal 
theory of active national tariff behavior would have appeared quite 
novel to the British classical economists. It might not have appeared 
theoretically “revolutionary,” however, for while the British classical 
(and neo-classical) writers developed a cosmopolitan and “atomistic” 
formal theory of international trade, they were quite conscious of a 
national economic interest when they turaed to the subject of economic 
policy." 

The relatively cosmopolitan character of the British classical theory 
of international trade is immediately apparent when List, for example, 
is considered. Historians of economic ideas find List difficult to 
“classify,” and I think one reason is that his perception of the State as 
an economic unit capable of economizing in the national interest was 
very clear-cut. The premises for his historico-theoretical analysis were 
more inclusive than, say Ricardo’s. He was very much aware that 
the environment of his day had two interesting characteristics: (1) 
National states existed which were the ultimate sources of power and 
authority; (2) International trade and investment were briskly grow- 
ing, rendering various parts of the world more interdependent eco- 

*It is true that writers on international economic policy have customarily gone farther 
than these assumptions would permit, but they usually proceed to appraise governmental 
policies in terms of a competitive international equilibrium, the very existence of which 
depends upon the empirical assumptions listed in the text. Vid. A. P. Lerner, op. cit., 
Chaps. 27-29 for a conspicuous exception to assumptions (1), (3) and (4). 

* David Ricardo, The Principles of Political Economy and Taxation (London, J. M. 
Dent and Sons, Ltd.; New York, E. P. Dutton and Co., 1911, Everyman Ed.), p. 85. 

* Students of the history of economic thought will think of many citations, from Smith 
onwards, in support of this statement. The distinction beween theory and policy is per- 
haps not so sharp as might first appear, however. For example, Mill’s discussion of both 
the “infant industry” and the “terms of trade” arguments for tariffs suggests a certain 
ambiguity about his theoretical concept of a national economic interest. 
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nomically, and incidentally building up criss-crossing commercial ties 
that seemed not to be seriously thwarted by national frontiers.” 

This is not the place to develop possible explanations of why the 
theory of international trade took a cosmopolitan, “atomistic” turn at 
the hands of the British classical economists.** It must suffice to point 
out that it did, and that the ideas being considered here represent a 
sharp break with this tradition. How sharp a break is indicated by 
Diagram IV. This diagram and the analysis it represents make no sense 
unless we postulate the existence of some kind of national economic 
policy agent trying to decide whether or not “it” faces a reciprocal 
demand that is less than infinitely elastic. If “it” decides that it does, 
its conduct is adjusted accordingly and we have a limitation to output 
(exports) arising on the demand side of the market which has the 
same economic effect as a negatively inclined demand curve facing a 
firm in ordinary partial equilibrium analysis. 

A careful study of the relationship between the idea of a (collective) 
national economic interest and the formal theory of international trade 
developed by the British classical economists would be highly reward- 
ing.** Pending such an investigation, it appears that their thinking was 
somewhat ambiguous at this point but that, in the environment of 
nineteenth century England, such ambiguity did not have serious 
consequences. The essential nature of the ambiguity is indicated in a 
remark of Hume’s which symbolizes quite well the transition from 
mercantilism to economic liberalism. Observing that one country need 
not fear the prosperity of others because they could be good customers 
only if they were prosperous, he said: “I shall therefore venture to 
acknowledge that, not only as a man, but as a British subject, I pray 
for the flourishing commerce of Germany, Spain, Italy, and even France 
itself.”** The cosmopolitan tradition of the British classical school, I 


“Tt is significant in this connection that he strongly dissented from the British classical 
view—found in Smith, Ricardo and Mill—that free international trade would promote 
international amicability. On the contrary, he thought that self-respecting sovereign states 
other than Britain would not tolerate the “aimless” intrusion of atomistic business forces 
into their domains if they did not promote economic development. International peace 
and free trade, he claimed, must follow, and not precede, the development of Germany to 
a position of economic equality with Britain. 

* The two principal reasons are, I think: (1) Economic theory appeals to rational minds 
and free trade appeared to be the most rational national economic policy. Therefore, if 
rational public policies were to be pursued—and most of our forebears in economic 
theory thought they would be—free trade hypotheses were the most useful ones; (2) 
Being Englishmen in an Anglo-centric world, the national economic interest of their country 
did not appear to them as something that needed promotion by theories and policies of 
economic nationalism. 

* As eminently practical citizens, of course, they thought and wrote about the national 
economic interest, but it almost eludes detection in their strictly theoretical work. 

*From Of the Jealousy of Trade, quoted by Alexander Gray in The Development of 
Economic Doctrine (New York, Longmans, Green, 1931), p. 121. 
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think, rested essentially upon the intellectual feat which enabled Hume 
to achieve this harmony between his prayers “as a man” and “as a 
British subject.” Such a harmony would become quite cloudy if one 
should suppose that British subjects had some unique collective 
economic interest in common, and it would disappear if they were to 
set about pursuing such an interest at the expense of people in other 
countries. By selecting “atomistic” premises for their formal.analysis 
of international trade, the great majority of British writers after Hume 
built up an essentially cosmopolitan theory of the subject.” 


B. Analytical Conclusions 


If one recalls that the classical and neo-classical economists ordinarily 
drew the conclusion from their analyses that free trade was the most 
rational economic policy for a single country (regardless of what 
policies other countries might follow), it is immediately apparent that 
the economists here under discussion have in this respect, too, made.a 
very sharp break with the precedent set by the majority of English- 
speaking writers on the subject.*” Not only do they identify a range 
of points on the offer curve facing a country which are superior to the 
point of free trade equilibrium, but, in a world in which economic 
nationalism is fashionable (however deplored) it would clearly be to 
a country’s interest to enact tarifis promptly, if possible before its 
neighbors do. Scitovsky’s conclusion on this point is unequivocal: “To 
call the raising of tariffs on these assumptions irrational, would be 
similar to calling competitive behavior irrational.” 

Moreover, a little further reflection upon the probable shapes of 
reciprocal demand curves applicable to “important” and “unimportant” 
countries would lead to the disquieting analytical conclusion that the 
economic opportunity to exploit foreigners would be more attractive to 
a large and important country than to a small and unimportant one.” 
Also, retaliation by others against the tariff policy of an “important” 
country is more likely than retaliation against an “unimportant” 
country, so that a strong economic incentive to exploit other countries 

* An illustration of theoretical harmony is provided by the fact that the classical and 
neo-classical models postulated buyer-seller relationships “between countries” whose na- 


tionals exchanged goods. There was no theoretical model, for example, of countries in a 
seller-seller relationship vis-a-vis each other in third markets. 


* An exception to free trade was thought defensible in theory, however dubious in 
practice, in favor of the “infant industry” argument. 

*In practice, much might depend upon the commodity composition of trace. That is, 
a “small” country might have a monopoly in supplying one or a few “vital” commodities. 
Aside from this special case, however, a large and important country would probably be 
less dependent on international trade than a small country and would therefore have 
a relatively elastic demand for imports and a relatively elastic supply of exports. It is also 
probable that ‘the rest of the world” would be more dependent upon trade with a large 
and important country than upon trade with any particular small country, so that a large 
country would face a less elastic reciprocal demand. 
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and a strong likelihood of retaliation probably occur together in 
practice. 

The conclusion to which this analysis points is clear and unmistakable 
(still not attacking the concept of community indifference curves) and 
has been frankly stated by Scitovsky and others. It is that national 
economic sovereignty is incompatible with a stable world system of free 
trade. More than this even, the analysis would lead inexorably to the 
conclusion that a world-trading system of economically sovereign 
countries would be very likely to degenerate quickly into a conflict of 
special (national) interests and that consumers’ welfare in all countries 
would deteriorate as the self-defeating struggle progressed.” 

It should be clear that, like certain other socially unsettling con- 
clusions that have been drawn by economists, this one would have 
definite roots in Ricardo. At the end of his classic illustration of the 
law of comparative costs, he concluded that, “It would undoubtedly 
be advantageous . . . to the consumers in both countries” if there were 
no obstructions to the movement of capital and labor across national 
boundaries.*° The doctrines we are discussing would go one step further 
in effect and show that by breathing life into the national state, as it 
were, and portraying it as a rationally calculating economic unit, not 
only would consumers not have as large a social product as they would 
have if there were no (passive) national boundaries, but they would 
suffer a contraction in their total welfare. The probability that this 
would occur, given one’s acceptance of the community indifference 
curve methodology and the reality of an ungoverned world, is very 
high since no national government which could see such a clear oppor- 
tunity of immediate gain would be likely to refrain from taking ad- 
vantage of it. 


C. Policy Implications 
In one important respect the “new methodology” would lead to a 
conclusion that has long been familiar to English-speaking students of 


* One obvious criticism of the methodology under review is that it is “too neat” to apply 
to so unsystematic a process as the formulation of tariff policy. If one could accept the 
concept of reliable curves of reciprocal demand and community indifference, certainly 
the former could not be expected to remain symmetrical and smooth in a world of eco- 
nomic bellicosity. As Diagram V brings out, such curves would make a country admirably 
vulnerable to exploitation by other countries, since E’ and G’ respectively show the alterna- 
tive optimum monopoly positions available to E and G, depending upon which moves 
more promptly. It seems improbable that an economic control agency of a country would 
leave itself so exposed. If G should enact (or propose to enact) a tariff and move its offer 
curve toward G’, E might threaten an embargo on trade with G or, at least refuse G 
access to E goods for which G’s demand is most inelastic. If governments should thus 
seize monopoly power over the export (or import) of certain economically strategic goods, 
such discontinuities would appear in the reciprocal demand curves that they would become 
quite unmanageable. 


” Op. cit., p. 83. 
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international trade. It is that world-wide policies of free trade are prob- 
ably “best” for all of the world’s consumers taken together. Placed in 
the context of this judgment, the analytical finding that a world-wide 
system of free trade would probably be economically unstable leads 
Scitovsky to the conclusion for public policy that “some form of com- 
pulsion is necessary to ensure free trade.”’ According to the usual under- 
standing of a free trade world, the bulk of international trade and 
investment would be carried on by private enterprises which should be 
able to make plans on the assumption that the international economic 
policies of governments will aim at relative stability. The incompati- 
bility between such a world of private international transactions and 
the world of embattled national states suggested by the model certainly 
implies that without some form of compulsion administered in the 
interest of all the world’s consumers, international trade and invest- 
ment would appear chronically unattractive to private enterprises. 
This is the policy implication of the “new methodology” which I 
think is most interesting. Certainly in a world struggling toward new 
and more inclusive political forms, the type of analytical demonstra- 
tion which those who use community indifference curves purport to 
make would be of considerable practical significance. Therefore, if 
I found the methodology acceptable, I could not agree that the char- 
acterization of it which appears in the introduction to Readings in the 
Theory of International Trade brings out its most significant aspect. 
There it is said that, “It is surprising . . . to find that the improvements 
in international price theory, when they were finally made . . . affected 
the basic conclusions derived from the classical theory only to a'mod- 
erate extent. On questions of commercial policy, for example, Mill and 
Scitovsky are in substantial agreement, even though their methods of 
analysis and their underlying price theories are considerably differ- 
ent.”* Surely it cannot be forgotten that Mill made only vague and 
obscure references to the existence of a national economic interest and 
to the policies of “collective churlishness” which might be followed 
(mistakenly, he thought) to promote it. On the other hand, so far from 
supposing that countries will rationally adhere to free trade (Mill’s— 
and Edgeworth’s—recommendation for commercial policy), Scitovsky 
claims to show an incentive which exists for each country to be the 
first to exploit other countries. His conclusion is unmistakable that, 


™ Howard S. Ellis, and Lloyd A., Metzler, in the Introduction to Readings in the Theory 
of International Trade (Philadelphia, Blakiston, 1949). It is curious to find in this “Intro- 
duction” the quoted reference to the use of community indifference curves as “finally” 
bringing “improvements in international price theory,” and three pages later an expression 
of doubt as to whether or not the methodology is valid at all. On page xi we read that 
“the concept of a collective indifference schedule for the community as a whole. . . has 
frequently been called into question. But whether this affects the validity of their final 
conclusions [Leontief’s and Scitovsky’s] is a question which need not detain us here.” 
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given economic sovereignty, we should not expect world-wide free trade 
to flourish and (as Mill expected) to usher in an era of international 
good feeling. Surely Scitovsky’s most interesting finding for commercial 
policy is that “some form of compulsion is necessary to ensure free 
trade.” 


VII. Collapsing a Methodological House of Cards 


The close relationship between the contemporary ideas discussed 
above and the terms-of-trade argument for tariffs which was familiar 
to classical and neo-classical economists has been brought out. Taken 
together, Marshall’s reciprocal demand curves and Edgeworth’s addi- 
tion of a single community indifference curve may be regarded as a 
midway house in the progress of thought from Mill to Scitovsky. The 
point has also been made that reciprocal demand curves were scarcely 
used in the theory of international trade until their recent revival by 
Samuelson, Kaldor, Scitovsky and others. One reason for this hiatus 
in their use is that economists had little or no confidence in the prac- 
ticability of the terms of trade argument for tariffs with which the 
curves were associated. Marshall’s opinion was cited in note 16 above.** 
Haberler expressed his dissatisfaction with the argument in strong 
terms by writing that, “It is out of the question to deduce an argument 
for tariffs [on this basis]. . . . Whoever does so proves only that he 
has not realized the full complexity of the problem.’’** A second reason 
why Marshall’s curves were allowed to lie fallow for so long is that the 
very completeness and the finality of the picture of equilibrium which 
they provide (and its representation in terms of real resource units) was 
generally thought to make them unsatisfactory tools of analysis. Edge- 
worth once made this point by comparing them to the hands of a clock, 
which move as the result of a complicated but hidden mechanism. 
Haberler made the same point by observing: 


One can make a rough estimate of the money demand for some particular 
good, but it is almost impossible to estimate the elasticity of the 
Marshallian demand curve of a country. Guessing the shape of these 
curves and then reading off the result means simply jumping to the final 
outcome of a complicated process without analyzing it. By assuming 
Marshall’s curves as given we really assume the result.** 


We now know that the major reason for dissatisfaction with the 
terms-of-trade argument for tariffs (and, by implication, with the prac- 


™ The terms of trade argument for tariffs has long been recognized, however, as being one 
of the few arguments for tariffs which might have theoretical respectability. Cf. Viner, 
op. cit., pp. 298-99, 320, 322, 447. 

* Op. cit. note 4 above, pp. 294-95. 

™ Ibid, p. 159. 
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ticability of Marshall’s curves) was the non-comparability between 
gains which might accrue from improved terms of trade and losses 
which would follow upon a reduction in the volume of trade. We now 
know, too, that contemporary writers believe that, by showing com- 
munity indifference curves (in terms of “bale units”) to be implicit in 
Marshall’s reciprocal demand curves, they have succeeded in making 
this community gain and this community loss comparable. To adopt 
Edgeworth’s metaphor, the writers under review confidently set and re- 
set the hands of the clock in order to move them toward points of 
partial equilibria for particular countries.** These countries are as- 
sumed to be actively economizing agents under unified management, 
and bent upon ruthless (if short-sighted) economic aggrandizement. 
After carefully weighing the probable elasticity of the relevant recip- 
rocal demands, they are presumed to enact tariffs because (in the short 
run) it can be demonstrated that they will increase the community’s 
welfare. 

The preceding paragraph brings out sharply the crucial réle of the 
concept of reliable community indifference curves in the “new method- 
ology.” In short, they must make it possible to arrive at policy de- 
cisions in the field of international trade, and this they cannot do. The 
reasons why they cannot may be analyzed under two general headings. 


A. Tariffs Change the Distribution of Income™ 


A community indifference curve, in the first place, is a locus of 
points representing a constant real income for the community as a 
whole. Each curve represents a unique income distribution within the 
community, and the various points on the curve show different com- 
binations of the goods measured on the two axes. Therefore, through 
any point on a community indifference map there pass an almost in- 
finite number of indifference curves, corresponding to every possible 
distribution of the combination of goods represented at that point. 
This means that if a country ‘should (in effect) distort its offer curve 
by means of a tariff, which implies some redistribution of incomes within 
the country, the new system of indifference curves would have a shape 

* It should be noted that such points of partial equilibria are not conceivable under the 
methodology of the British classical school. Marshall and Edgeworth only hinted at them. 

*It is indicative of the confidence which they feel in their achievement of making com- 
parable two economic concepts previously thought incomparable that the contemporary 
writers under review state their conclusions in the indicative mode, whereas the classical 
and neo-classical economists usually use the conditional when reaching conclusions in this 
field. é 
™ For a good statement of some of the problems involved in inter-personal comparisons 
of utility (a process implicit in the use of community indifference curves) see W. J. 
Baumol, “Community Indifference,” Rev. Econ. Stud., Vol. XIV (1), No. 35 (1946-47), 
pp. 44-48. 


qt 
¥ 
j 
¥ j 
| 
| 
| 
| 
id 
: 
‘ 
ma 
| 
a 
| 
4 
? 
‘ 


386 THE AMERICAN ECONOMIC REVIEW 


different from those applicable before the tariff. Therefore, the two 
pertinent indifference curves would have a shape different from the 
(“same”) two applicable before the tariff. Moreover, in Diagram IV 
the “pre-tariff” curve tangent to P and the “post-tariff” curve tangent 
to Q might intersect. 

Scitovsky makes the most forthright attempt to deal with this prob- 
lem, and he seeks to render it manageable by explicitly confining his 
attention to only two of many possible hypothetical income distribu- 
tions—the ones prevailing before and after the contemplated tariff.** 
He then proceeds to argue that if these two income distributions are 
“similar,” it is unlikely that the relevant community indifference curves 
will intersect, and therefore the community’s total welfare in the two 
situations will probably be comparable.** This courageous attempt to 
rescue the methodology is unsatisfactory for at least two reasons. First, 
a decision is called for—whether or not to enact a tariff— and the 
basis upon which it must be made cannot be established until after the 
tariff has been passed and allowed to have its effect upon income dis- 
tribution so that a new family of indifference curves can be drawn ap- 
propriate to the new distribution pattern. Secondly, a comparison “be- 
fore and after” is possible only if the two income distributions are 
“similar,” and they would become “dissimilar” long before the spectacle 
of retaliation and counter-retaliation envisaged by Scitovsky could go 
very far. As soon as enough dissimilarity occurs (and this crucial cri- 
terion of “similarity” is probably not possible to define), the “before 
and after” families of indifference curves will intersect, suggesting not 
one optimum tariff but a whole range of optima. 


B. Too Many Variable Are in the Premises 


It is now quite apparent that there is a striking contrast between 
the quite vague and tenuous nature of the concept of reliable com- 
munity indifference curves, on the one hand, and the definite and force- 
fully stated conclusions which those who use them claim to reach. We 
have not far to seek for an explanation of the contrast: it is that the 
greater apparent certainty of the “findings” made with the use of com- 
munity indifference curves is paid for by using assumptions which 
must be both very numerous and extremely restrictive. In other words, 
use of the new tools described above does not, in actual fact, enable 
one to side-step any of the old problems that have worried economists 


* Note 12 above. 

” Scitovsky appears to have certain reservations about this “solution” for at the end of 
the sections in which it is presented he writes, “Readers who feel uneasy about what has 
been said so far are well advised at this stage to forget about [it] altogether” (ibid., italics 
supplied). 


4 
| 
4 
a 
3 
4 
: 
} 
i 


STEVENS: NEW IDEAS IN INTERNATIONAL TRADE THEORY 387 


since Ricardo who have labored in this field of inquiry. A country’s 
relative degree of monopoly in particular (potential, as well as actual) 
export markets, of monopsony in particular (potential and actual) im- 
port markets, the equivocal nature of various measures of changes in 
the terms of trade, the vexing problem of deciding whether “a country” 
is or is not “better off” if it secures fewer imports on better terms,*° the 
baffling problem of the effect of changes in income distribution upon 
community welfare—all of these problems still exist in the real world, 
but are covered by theoretical premises in the “new methodology.” 
Thus—and now we have arrived at the heart of the matter—the 
difficulty of drawing the community indifference curves and the Mar- 
shallian curves (both in terms of “bales of resource embodiments” ) 
according to the current fashion merely replaces the difficulty which 
classical and neo-classical economists faced when they tried to make 
hard practical judgments one at a time. It seems, indeed, as if Haberler 
in 1936 were smiling in the background, remarking that “guessing the 
shape of these curves and then reading off the result means simply 
jumping to the final outcome of a complicated process without analyzing 
it.”** It would be fatuous of course to suppose that the neatly sym- 
metrical preference systems of the diagrams were applicable in the 
real world. In short, it seems that those who use community indiffer- 
ence curves and Marshall’s reciprocal demand curves have been led 


to formulate sweeping and positive conclusions which their underlying 
methodology cannot support.*? 


“ Neo-classical writers, while they did not make much use of community indifference 
curves, did point to an aspect of this part of the problem which is not brought out by the 
contemporary writers. In Diagram III the vertical distances between OG and OG’ repre- 
sent the tariff revenue of G’s government in terms of G bales. Clearly the underlying 
indifference curves which would validate OG would not be changed (in the short run, at 
least) by the imposition of a tariff. That is to say, in the short run, cost conditions in 
G’s export industries and the utility functions in G for G’s imports do not change. Hence 
it follows that G’s producers and consumers—as such—are injured by the tariff: the price 
of imports (in their own currency) immediately rises and the market for exports contracts. 
As a unit, however, G country is supposedly better off, as shown by the diagram. This is 
so because the government’s tariff revenue is reckoned along with the effects on private 
producers and consumers. Therefore, we must know how G’s government responds to the 
increase in its revenue in order to assert unequivocally that “G” would be better off at P’ 
than at P. 

“ Cf, note 34 above. 

“ Were Marshall still among us, he might not be surprised at the revival of his ingenious 
curves of reciprocal demand and their portrayal against a background of super-imposed 
community indifference curves. He certainly would be surprised, however, at the easy 
transition from this exercise to the statement, on the basis of it, of firm conclusions about 
the world cf affairs. He, too, enjoyed the logical intricacies of pure theory, but wrote in 
justification of an extensive treatment of reciprocal demand curves with “exceptional 
elasticities” that such explorations “derive their origin from the sport of the imagination 
rather than from the observation of facts.” Op. cit., p. 353. 
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Perhaps one could have reached such a judgment intuitively in the 
first place, for it hardly seems plausible that the economic activities of 
national states bent upon exploiting one another could have been repre- 
sented realistically by means of the almost mechanical manipulation of 
curves. Governments are political organizations, and their objectives 
cannot be satisfactorily delimited as we conventionally limit those of 
a business enterprise to the pursuit of maximum profit. The authorities 
have more to think about than the possibilities of economic gain at the 
expense of other countries. Moreover, even if this were not so, because 
tariff policy certainly affects internal income distribution, it follows 
that tariffs are enacted which do not represent the maximum exploita- 
tion of foreigners but maximum concessions to domestic pressure 
grouns. 

Finally, as economists should know better than some other people, 
conditions change rapidly nowadays and there are some grounds for 
hoping that the institutional structure subsumed by the ideas reviewed 
above may be passing away. Perhaps the concepts of consultation and 
mutual economic aid may in future apply more appropriately to that 
part of the world which still allows market forces to operate across 
national boundaries than the concept of ruthless and short-sighted 
national states bent upon exploiting one another. 
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POSTWAR WAGE DETERMINATION IN THE 
BASIC STEEL INDUSTRY 


By AvBert REEs* 


Wage increases won by national unions in basic industries have often 
been called a primary cause of the postwar inflation. The following 
statement by Admiral Ben Moreell, president of the Jones and Laughlin 
Steel Corporation, typifies this view: 

Raises in one strategic industry have been followed by similar raises in 

another, and then by equivalent raises “across the board.” Our price 


level has been on an upward spiral dictated in large measure by labor 
leaders.* 


At this writing, a renewed inflation seems well under way, and in- 
quiry into the rdéle of large-scale collective bargaining as a possible 
cause of inflation again assumes great practical importance. If collec- 
tive bargaining is indeed a basic cause of inflation, it should be regu- 
lated in the public interest. If it is not a cause of inflation, or is only a 
minor contributing cause, then other means of controlling inflation must 
be found, and regulation of collective bargaining must be justified, if 
at all, on other grounds. 

The first questions to be answered in such an inquiry are: Has large- 
scale collective bargaining during the postwar period raised wages above 
the levels which would have prevailed in its absence? If so, to what 
extent? 

I have sought to answer these questions for the basic steel? industry 
for the period 1945-48. Basic steel is a large industry producing an 

* The author is assistant professor of economics and research associate of the Industrial 
Relations Center, University of Chicago. This article is based on research financed by a 
grant from the Rockefeller Foundation. Professor Frederick H. Harbison has read the 


manuscript and made valuable suggestions. Supporting data for many of the points made 
here can be found in a doctoral dissertation in the library of the University of Chicago. 
*U. S. Congress, Senate, Economic Power of Labor Organizations, Hearings before the 


Committee on Banking and Currency, 81st. Cong., 1st Sess., Aug. 9 to 26, 1949 (Washing- 
ton, 1949), Part 2, p. 715. 


* The basic steel industry as defined here consists of blast furnaces, steel works, and 
rolling mills. However, in the discussion of profits, data exclude the basic steel operations 
of firms whose operations are primarily in other industries, (e.g., the Ford Motor Com- 
pany), and the operations of merchant blast furnaces and non-integrated rolling mills. 
is As blast furnaces and rolling mills operated by firms which do not operate steel 
wor! 
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essential product, and one where collective bargaining is frequently 
cited as a cause of inflationary pressure. It employed an average of 
470,785 production and related workers in 1947.° All but a small num- 
ber of these workers are represented by the United Steelworkers of 
America, CIO, the second largest union in the country. The total mem- 
bership of the United Steelworkers in 1948, including members outside 
the basic steel industry, was 929,000.* 

Although a study of the basic steel industry proves little about the 
effect of collective bargaining on wages throughout the economy, con- 
clusions based on basic steel are probably reasonably valid for a larger 
group of manufacturing industries which bargained largely with CIO 
unions. This group includes the automobile, flat glass, rubber, and 
electrical manufacturing industries, as well as other industries such as 
steel fabricating and aluminum which bargained in part with the United 
Steelworkers. 


I. The Events of Collective Bargaining 


The events of collective bargaining in basic steel from 1945 to 1948 
fall into what have generally been called the first three “rounds” of 
postwar wage increases. Each of these rounds terminated with the ne- 
gotiation of a new wage agreement. Bargaining in the industry takes 
place between the United Steelworkers and individual steel producers, 


but in each of the first three rounds, the settlement with the United 
States Steel Corporation was closely followed by the other major 
producers. 

The first round took place under government wage and price control, 
and became in effect a tripartite affair in which union-company bar- 
gaining on wage increases and company-government bargaining on price 
increases were inextricably intermingled. The breakdown of these tri- 
angular negotiations resulted in an industry-wide strike on January 21, 
1946. At this timé the union was demanding a wage increase of 18% 
cents an hour, and United States Steel was offering 15 cents. The strike 
was settled on February 15 with an 18% cent wage increase, which fol- 
lowed the modification of government wage-price policy to permit an 
immediate $5.00 a ton increase in steel prices. 

During the following summer and fall the sharp rise in consumer 
prices paved the way for new wage demands. Following similar wage 
increases in other mass production industries, United States Steel and 
the union signed an agreement in April, 1947 which included a second- 


*U. S. Bureau of the Census, Census of Manufactures, 1947, Blast Furnace, Steel Mill, 
and Iron and Steel Foundry Products, MC33A (Washington, 1949), p. 4. 

*U. S. Bureau of Labor Statistics, Directory of Labor Unions in the United States, Bull. 
No. 937 (Washington, 1948), p. 45. 
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round “package” of wage increases and other economic benefits whose 
total value was estimated to be slightly over 15 cents an hour. The 
agreement ran for two years, with a wage reopening possible after one 
year. However, the agreement did not permit the union to strike in 
connection with the wage reopening. 

In April, 1948 the union sought a third-round wage increase under 
this reopening clause. United States Steel rejected the wage demands, 
and at the same time made slight reductions in the prices of certain 
products. It stated that it took these actions in an attempt to halt 


TaBLeE I,—Money AND REAL EARNINGS IN THE Basic STEEL INDUSTRY, 
1939-40 anp 1945-48* 


Average Hourly Earnings Average Weekly Earnings 


Current Dollars 
1935-39 Current 
Index Dollars Dollars 
Amount | (1939= 100) 


1939 845 100.0 .850 29.88 
1940 -851 100.7 .849 31.49 


1945 1.188 140.6 -925 52.44 
1946 1.291 152.8 927 48.25 
1947 1.439 170.3 .904 55.95 
1948 1.579 186.9 -922 62.40 


* Based on data of the U. S. Bureau of Labor Statistics. Real earnings are based on the 
consumers’ price index as published (not adjusted for wartime understatement). 


inflation, and that if, despite them, costs continued to rise, it would 
reconsider wage and price increases at a later date. The union charged 
that the corporation had not negotiated in good faith and was disregard- 
ing the rise in the cost of living. However, the union abided by its no- 
strike agreement. 

Unions in the coal, automobile, and electrical manufacturing indus- 
tries negotiated wage increases during May and June of 1948. In late 
June, United States Steel reopened negotiations with the United Steel- 
workers, and on July 16 agreed to wage increases averaging 13 cents an 
hour. These increases were approximately equal to those given in the 
automobile and electrical manufacturing industries. 

The effects of the first three rounds of wage increases on money and 
real earnings in the basic steel industry are shown in Table I. 


II. The Determinants of Wage Increases 


The main task of this article is to analyze the determinants of the 
wage increases which have been described. The separation of the causal 


1935-39 
Dollars 
30.06 
31.43 
40.84 
34.64 
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forces into different categories must be to some extent arbitrary, and 
each factor will represent not something added to the previous ones, 
but rather a new approach to the total situation. All the factors to- 
gether can be considered as the determinants of the course of collective 
bargaining. Alternatively, the factors peculiar to collective bargaining 
can be omitted, and the remaining factors viewed as those which would 
have determined wages in a non-unionized situation. 

Under full employment in the absence of unions, wages ould be 
determined principally by the demand for and supply of labor. Changes 
in the cost of living might be a minor independent factor. 

Under collective bargaining, the demand for and supply of labor are 
still major factors, but operate through the bargaining process. The 
cost of living becomes more important, and profits and output per man- 
hour become important as influences shaping union demands and man- 
agement’s response. A variety of new institutional factors become 
relevant to wage determination. 

The increase in the industry’s demand for labor is shown in part by 
employment data. The estimated employment of production and related 
workers rose from 458,000 in 1945 to 525,000 in 1948, despite the 
increases in wages indicated by Table I.’ The sharp increase in the 
demand for steel also indicates a probable increase in the demand for 
steel labor. The rise in the demand for steel is shown in part by the 
following price and output data: In 1945 finished steel output was 
approximately 57,000,000 tons at an average base price of 2.4 cents a 
pound; in 1948 output had increased to almost 66,000,000 tons, 
despite an increase in the average base price to 3.4 cents a pound.° 

These data greatly understate the increase in the demand for steel, 
since the industry priced its products very much below the levels which 
would have cleared the market. This policy resulted in an unsatisfied 
demand at the prices established by the producers. Under such cir- 
cumstances, wage increases can be covered or more than covered by 
price increases without reducing the quantity which can be sold. They 
may even provide a welcome opportunity for price increases which 
would otherwise be explained on other grounds. 

The unsatisfied demand for steel was indicated by the existence of a 
widespread grey market. During 1947 and 1948, sheet and strip steel 
with established prices of from $64 to $100 per ton sold at prices of 
from $200 to $400 a ton on the grey market. Grey-market transactions 
were also reported in nails, pipe, plate, and slabs." Rather than buy on 


* Source: U. S. Bureau of Labor Statistics. 

*Output data are from the American Iron and Steel Institute; price data are from 
Tron Age. 

™U. S. Congress, Senate, Steel Supply and Distribution Problems Affecting Smaller 
Manufacturers and Users, Hearings before the Special Committee to Study Problems of 
American Small Business, 80th Cong., 1st Sess. (Washington, 1947). 
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the grey market, some consumers purchased steel scrap, had it con- 
verted to ingots in electric furnaces, and then had the ingots rolled into 
finished steel. They paid for transportation between each step and 
paid charges for each service. The delivered cost of such “conversion” 
steel was often double to triple the established delivered price. Further- 
more, between 1945 and 1948 at least five steel mills were purchased 
by steel-consuming firms to assure themselves of a source of supply. 
These mills were all small, and generally high cost or obsolete. 

There is considerable evidence that the industry experienced a 
shortage of labor at current wage rates during the postwar period. Such 
a shortage would cause the bidding up of wages in the absence of 
collective bargaining, and an increased willingness on the part of em- 
ployers to grant wage increases under collective bargaining. It is 
particularly significant that shortages existed soon after wage increases 
were negotiated, indicating that negotiated rates at these times were 
probably below those which would have prevailed in the absence of 
bargaining. 

From July, 1946 to at least August, 1947, there were serious local 
shortages of steel labor in the Youngstown and Chicago-Gary areas.* 
In the last month of this period, The Youngstown Sheet and Tube 
Company, which operates in these two areas, reported that it was short 
1,000 workers out of its normal steelmaking employment of roughly 
24,000.* Steel producers also reported shortages of particular types of 
skilled labor, such as bricklayers. Further indication of the state of the 
labor market is provided by labor turnover data. When there is sub- 
stantial unemployment, quit rates are low and layoff rates are high, 
while the reverse is true when labor is scarce. In April of 1940, the 
monthly quit rate per 100 employees in basic steel was 0.4 and the 
layoff rate was 1.9. In April of 1947 these rates were 2.6 and 0.1 re- 
spectively; a year later they were 2.1 and 0.2. 

The increase in the cost of living was probably the most important 
cause of membership pressure on union leaders for wage increases. As 
shown in Table I, higher consumer prices nullified the effect on real 
hourly earnings of the money wage increases won by the United Steel- 
workers in the first three rounds. The highest real average hourly 
earnings achieved in the industry up to the end of 1948 were $.991 
(1935-39 dollars) in March, 1946, the month following the first round 
increase. A year later they had fallen to $.853. Although real hourly 
earnings were raised by the second and third round wage increases, in 
December, 1948 they still fell short of the March, 1946 level by 2.5 
cents. Management in the steel industry did not contest the principle 
that increased living costs were a proper basis for wage increases. 

* Based on U. S. Employment Service, Labor Market Information, Industry Series No. 
33-1, current supplements, (mimeographed), and Iron Age. 

*U. S. Congress, Senate, Steel Supply Problems, op. cit., p. 2019. 
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However, management sought to establish January, 1941 as a base date 
for cost-of-living comparisons, whereas the union in 1947 and 1948 
used early 1946 as its base date. Using a January, 1941 base, about 
77 per cent of the wage increase in the industry from January, 1941 to 
December, 1948 was justified on cost-of-living grounds. 


TaBLe II.—PRopvuctTIvITY AND PROFITs IN THE Basic STEEL INDUSTRY, 
1939-40 anp 1945-48 


Profits Before Taxes 


Output Per 


Year I 00 Amount in Millions Per Ingot Ton 
(20 companies) (9 companies)* 


1939 100 $162.4 $ 3.26 
1940 103 360.3 5.71 


1945 —_ 270.6 3.61 
1946 117 345.3 5.55 
1947 128 655.7 8.28 
1948 130 884.6 10.44 


* Based on man-hours of wage earners and output of finished steel products as reported by 
the American Iron and Steel Institute. To reduce the effect of changes in the product mix, the 
output of each product has been weighted by its man-hour requirements per net ton in 1935. 
Man-hour requirements are from B. H. Topkis and H. O. Rogers, ‘““Man-Hours of Labor per 
Unit of Output in Steel Manufacture,” Monthly Labor Review, Vol. LX (May, 1935), pp. 
1155-61. The weighting brings down the level of the index of output per man-hour in each 
year after 1939 except 1948, in which year the weighted and unweighted indexes are identical. 

b Based on profits before taxes, before provisions for contingencies, and before dividends to 
minority stockholders of consolidated subsidiaries, as reported in Moody’s Manual of Intest- 
ments. The twenty companies are among the twenty-five largest in the industry in terms of 
December, 1948 ingot capacity, and include all of the first thirteen. Of the five firms excluded 
among the first twenty-five, four operate primarily in other industries, and one does not pub- 
lish financial data. The ingot capacity of the twenty firms was 87.9 per cent of industry 
capacity as of December, 1948. 

© Includes all basic steel companies publishing ingot production data. These nine companies 
are among the eighteen largest, and include all of the first four. Their ingot capacity was 72.0 
per cent of the industry total as of December, 1948. 

4 Not computed because of wartime changes in the product mix. 


Along with cost-of-living arguments, increasing output per man-hour 
was among the criteria advanced by the union as justifying wage 
increases. Increasing output per man-hour permits proportionate wage 
increases without increased unit labor costs. Because of the importance 


“Increased physical productivity of labor might logically be included among the factors 
causing an increased demand for labor in the industry. However, to demonstrate the oper- 
ation of this factor, data on the marginal physical productivity of labor would be needed, 
whereas data are available only for average physical productivity. It is possible, although 
not probable, that marginal productivity was decreasing while average productivity was 
increasing. 
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of existing conditions as a point of departure in conscious decision 
making, unions may find it easier to win wage increases which do not 
increase labor costs (i.e., those which merely prevent decreases) than 
those which do. 

The first column of Table II shows output per man-hour in the basic 
steel industry. Management in the basic steel industry has generally 
denied the relevance of output per man-hour to wage increases. It con- 
tends that the relevant measure of productivity is the “employee per- 
formance rate,” which it defines as output per man-hour in plants whose 
capital equipment has not been increased or improved during the period 
under consideration. This rate, according to two large steel producers, 
fell between 1939 and 1948. 

The rise in profits has also been frequently cited by the United 
Steelworkers as grounds for wage increases. The union has tried to 
convince its members and the public that high profits are evidence of 
an inequitable relation between wages and profits, and that they would 
permit wage increases to be made without price increases. To the extent 
that these arguments, irrespective of their merit, create public opinion 
favorable to the union, they increase the union’s bargaining power. It is 
profits before taxes which are relevant to the second argument, since 
taxes would not be paid on any portion of profits which was diverted 
into wage increases. It should be stressed, however, that profits before 
taxes are not relevant to concepts of equity such as “fair return on 
investment.” 

Two measures of changes in profits before taxes are given in Table II. 
They show substantial increases in profits in the postwar years despite 
wage increases. The data used show smaller increases than do those 
used by the union, which charges steel corporations with creating ex- 
cessive reserves for depreciation, depletion, inventory losses, and taxes. 
Management, however, feels that these data overstate profits, and that 
only data in which charges for depreciation were base? on current re- 
placement costs would give a true picture. 

So far, the economic factors affecting wage determination have been 
considered. There remain some important institutional factors, foremost 
among which is the effect of fixed-term wage agreements. In a period of 
rapid inflation, such agreements may cause wage increases in unionized 
industries to lag behind consumer prices, and perhaps to lag behind 
wages in unorganized industries. Thus the sharp rise in the cost of 
living during the summer of 1946 came just after the first-round wage 
increase in basic steel, and it was nine months before the union could 
act to catch up with it. The period between the first and second rounds 
was fourteen months; the same period elapsed between the second and 
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third rounds. In contrast, during the inflation of 1916, the United 
States Steel Corporation increased its common labor rate at Pittsburgh 
three times in eleven months, each time by 10 per cent or more.”* 

The disadvantage to the union of fixed-term agreements was intensi- 
fied by the two-year no-strike clause contained in the 1947 agreement. 
In part, the United Steelworkers may have negotiated a two-year agree- 
ment without a strike in 1947 because of its support of the Democratic 
national administration and its foreign policy, and the union’s conse- 
quent desire to avoid action which would endanger national and inter- 
national economic stability. However, the possibility cannot be over- 
looked that the two-year agreement was to some extent the result of 
mistaken economic forecasting. The United Steelworkers and the na- 
tional CIO had frequently asserted that failure to increase wages, by 
curtailing purchasing power, was creating a threat of depression. They 
cited slight downturns in any general economic indicator as evidence 
that a depression might be starting. To the extent that such arguments 
influenced the union’s own strategy, they would make long-term fixed 
wage agreements appear to be to the union’s advantage. 

An institutional factor working in the opposite direction was the 
rivalry between international unions. The rivalry between the United 
Steelworkers and the United Mine Workers has been particularly bitter 
since the Mine Workers left the CIO in 1942. Bitter rivalry also existed 
between the United Steelworkers and other “right wing’ CIO unions 
on the one hand, and the since expelled “left wing” unions on the other. 
Even where the policies of different international unions were in har- 
mony, some rivalry in wage matters may have been present. Thus the 
prestige of the leaders of the United Steelworkers would have suffered 
in the eyes of the membership had the United Auto Workers won sub- 
stantially larger wage increases. 

Pressure for inter-industry wage uniformity, or for at least an ap- 
pearance of uniformity, is generated by such rivalry, and operates on 
the management side as well. Management recognizes the réle of wage 
settlements in maintaining the prestige of union leaders. It is therefore 
forced to include as an element of its wage policy its own preference as 
between the existing leaders of the unions with which it bargains and 
their potential rivals. Such factors give rise to an observable inter- 
industry transmission of wage settlements which has become known as 
“pattern setting.”’* However, the use of the time sequence of wage 
settlements as evidence of causal relation involves some danger. The 


™ Based on unpublished data supplied by Professor John T. Dunlop of Harvard Uni- 
versity. 

"For a more complete discussion of pattern setting, see Arthur M. Ross, Trade Union 
Wage Policy (Berkeley and Los Angeles, University of California Press, 1948), pp. 49-74. 
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observed similarities are to some extent the result of the operation in 
different industries of similar causal factors such as labor shortages and 
rising living costs, rather than the result of pattern following. 

The most clear-cut case of the operation of inter-industry wage pat- 
terns in basic steel is found in the wage increase of July, 1948. This 
increase followed steel management’s refusal to grant an increase three 
months earlier, and the union’s adherence to its no-strike agreement. 
It also followed negotiated wage increases in the auto, rubber, coal, and 
electrical manufacturing industries. Although the steel producers had 
the power to “hold the line” on wages, they had pledged to reconsider 
if costs continued to rise. They must have realized that failure to raise 
wages after other industries had done so created a dual danger. On the 
one hand, it would have seriously hurt the position of the leaders of the 
United Steelworkers, and would have benefited John L. Lewis and 
“left wing” leaders. On the other hand, it would have created resent- 
ment against management among the workers, which union leaders 
might have tried to utilize. 

The remaining institutional factor which will be discussed is the 
influence of the union on price policy, and the influence in turn of price 
policy on wages. The United Steelworkers took every opportunity to 
publicly criticize increases in the price of steel. This reinforced strong 
pressure from Congress and the executive branch of the government 
and criticism of price increases by the press. It was probably because 
of this combination of forces that steel prices were not raised more 
than they were. 

During the 1946 strike, when management openly stated that the 
wage increase it could offer was directly related to the price increase it 
received,’* the union did not take any action to support a price in- 
crease.** It may well be that by joining the industry in a plea for a 
price increase the union could have averted or shortened the strike. 
After the removal of government price controls, the CIO on several 
occasions asked that they be restored. This policy unquestionably had 
the support of the United Steelworkers. 

To the extent that the union added to the pressures which helped to 
hold down steel prices, it probably also had a slight unintended effect 
in holding down wages. Higher prices might have been an incentive for 
a somewhat faster rate of expansion of capacity, which would undoubt- 
edly have increased the demand for labor. Higher price levels would 
also have made strikes more costly to management, and at the same 


“Statement of Benjamin F. Fairless, President of the United States Steel Corporation, 
February 18, 1946. 

“United Steelworkers of America, Proceedings of the Third Constitutional Convention 
(Indianapolis, n.d.) p. 24. ; 
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time raised the expectations of unions, thus encouraging higher wage 
settlements. Finally, employers could probably have defended higher 
prices successfully before the government and the public only by point- 


TaBLe ITJ.—Comparison OF INDEXES OF MONEY AND REAL WAGES AND BASE PRICES, 
Basic STEEL: 1914, 1920, 1939 anp 1948* 


Average Hourly Earnings 


Money Base Prices of 


Finished Steel4 


Basic Steel as a Per 
Basic Steel’ | Cent of all Manufac- 
turing* 


Indexes, 1914= 100 


100° 
110° 


Indexes, 1939= 100 


1939 100 100 100 100 
1948 199! 92! 113! 161! 


* Data are annual averages except as noted. Where available, data are for the full base 
year, and for the peak month or quarter of average hourly earnings in basic steel for the other 
year. 

> Computed from data of the U. S. Bureau of Labor Statistics. 

© Computed from data of the National Industrial Conference Board for 1914-20, and from 
data of the U. S. Bureau of Labor Statistics for 1939-48. 

4 Computed from the Jron Age finished steel composite price. 

July. 

f Fourth quarter. 

© Annual average hourly earnings divided by December consumer prices. 

December. 

September. 


ing to increased labor costs. But even with proportionally increased 
labor costs, price increases under the existing demand conditions would 
have increased profits. If this analysis is correct, the United Steel- 
workers’ policy of demanding that wage increases come out of profits 
was likely to result in somewhat smaller increases than a policy of 
indifference as to the source of wage gains. 

Apart from the union’s explicit price policy, the very existence of 
the union may have acted to hold down prices, wages, and profits. In 
the absence of a union, steel producers might have raised prices more to 
take advantage of the temporary increase in demand, and raised wages 
more to overcome the temporary shortage of labor. This course of 
action was probably restrained by fear that the union could success- 
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fully maintain the higher level of wages after the demand for steel had 
declined. A slight increase in wages, if thought to be permanent, could 
outweigh a large temporary price increase. Given the political climate 


TABLE IV.—CoMPARISON OF CHANGES IN AVERAGE HovurLy EARNINGS, 
SELECTED INDusTRIES, 1939-48 


Average Hourly Earnings, 
Per Cent September, 1948¢ 
Industry* Unionized, 
1946> As a Per Cent of | As a Per Cent of 
the 1939 Average May, 1945 


Basic steel 80 to 100 
Crude petroleum 20 to 39 
Non-metallic mining 20 to 39 
Cotton textiles 20 to 39 
Silk and rayon textiles 20 to 39 
Confectionery 20 to 

Non-alcoholic beverages 20 to 

Butter 20 to 223 
Ice cream 20 to 187 
Power laundries 20 to 199 
Cleaning and dyeing 20 to 197 
Wholesale trade 1 to 193 
Retail trade 1 to 203 


* Includes all industries less than 40 per cent unionized in 1946 for which data on both de- 
gree of unionization and average hourly earnings are available. 

b Source: “Extent of Collective Bargaining and Union Recognition, 1946,” Monthly Labor 
Review, Vol. LXIV (May, 1947), pp. 765 ff. Data represent the estimated proportion of work- 
ers covered by collective agreements. More recent data are not available. 

© Source: Monthly Labor Review. Data are for production and related workers, or non-super- 
visory workers. ( 

4 Data on unionization are for “dairy products.” 

* Data on unionization are for “wholesale and retail trade.” 


which surrounded the industry, substantial price increases would un- 
doubtedly have enabled the union to make some wage gains.”° 


III. Comparisons With Other Wage Movements 


As a check on the validity of the analysis thus far, some comparisons 
with wage changes in another period and in other industries may prove 
useful. The period 1914 to 1920 has been chosen for comparison with 
the period 1939 to 1949. Both start with the beginning of war in 
Europe and end with the peak of the immediate postwar inflation. Some 
comparative data for these periods are shown in Table III. In both 
1914 and 1920, only a very few highly skilled workers in the basic steel 


“This argument has been advanced by W. A. Morton with respect to administered 
price industries generally (“Trade Unionism, Full Employment and Inflation,” Am. Econ. 
Rev., Vol. XL, No. 1 [March, 1950], p. 18). 
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industry were covered by collective bargaining. The steel strike of 
1919 had been decisively broken by the employers by the start of 1920, 
and cannot be held responsible for the wage levels reached later in that 
year. Several alternative measures of steel workers’ earnings for the 
period 1914 to 1920 are available, but all show a larger increase than 
is shown in Table III. 

The data of Table III show that steel workers made larger percentage 
gains in money and real hourly earnings during the period 1914 to 


TABLE V.—-ComPARISON OF CHANGES IN AVERAGE ANNUAL EARNINGS PER EMPLOYEE, 
SELECTED INDUSTRIES AND Groups, 1939-48 


Per Cent Average Annual Earnings, 1948> 


Industry or Group Unionized Asa Per Gent Ber Cat 
of 1939 of 1945 


Basic steel 208¢ 118¢ 
All employees 221 127 
Crude petroleum 212 129 
Non-metallic mining 254 135 
Personal services 204 124 
Wholesale and retail trade 210 134 
Finance, real estate, and insurance 168 125 
Federal government, general 257 139 
Public education 192 143 
Services, private households 272 114 
Agriculture 360 120 


* Source: See note b of Table IV, except for “all employees.” 

b Source: Survey of Current Business, except as noted. Data are average annual earnings per 
full-time equivalent employee. 

© Source: American Iron and Steel Institute, average wages and salaries of employees en- 
gaged in the production and sale of iron and steel products. 

4 Total number of full-time equivalent employees (48 million), divided by estimated total 
union membership (14 to 16 million). 

* Data on unionization apply only to barber shops, laundries, cleaning and dyeing (all 20 
to 39 per cent unionized), and beauty shops (1 to 19 per cent unionized). These account for the 
great majority of workers in the personal services group. 

f Data on unionization apply to clerical and professional employees, except in transporta- 
tion, communication, theaters, and newspapers. 

® Not available; probably negligible. 


1920 than during the period 1939 to 1948. In the earlier period steel 
workers’ money earnings increased relative to earnings in all manu- 
facturing, while in the more recent period they decreased, This evidence 
does not mean that the smaller percentage gains of steel workers in the 
second period are a result of unionization. It does show, however, that 
the efforts of the union were not sufficient to offset apparent differences 
in other factors, probably including the smaller increase in steel prices, 
which operated to keep the percentage wage increases smaller during 
the unionized period. 
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Tables IV and V represent two methods of comparing the earnings 
of steel workers with those of less highly unionized workers. Table IV 
is a comparison of changes in average hourly earnings between 1939 
and September, 1948 (the peak month for steel average hourly earnings 
in that year); and between May, 1945 (the month of the end of the 
war in Europe) and September, 1948. During the whole period from 
1939 to September, 1948, five of the twelve less highly organized indus- 
tries had smaller percentage increases than basic steel, one had the 
same increase, and six had larger increases. In the period from May, 
1945 to September, 1948 four of the twelve had smaller increases than 
basic steel, and eight had larger increases. 

Table V shows changes in annual earnings per full-time equivalent 
employee from 1939 to 1948 and from 1945 to 1948. It permits a better 
coverage of less highly unionized sectors of the economy than does 
Table IV, and it also shows all the employees in the economy taken to- 
gether. In both periods, the percentage increase in the earnings of steel 
workers was less than that for all employees. Since the all-employees 
group is not more than one-third unionized, and includes employees in 
trade, finance, service industries, government, and agriculture, it seems 
clear that the earnings of this group as a whole are determined largely 
by forces other than collective bargaining. Of the nine narrower in- 
dustries or industry groups shown in Table V, only three had smaller 
percentage increases than basic steel for the whole period, and only one 
for the period 1945 to 1948. 

Once again, these data do not mean that steel workers received small 
wage increases relative to other groups because they were unionized. 
They might be used to argue that the threat of unions, or the process 
of becoming unionized, increases wages more than complete unioniza- 
tion. It is clear at least that the efforts of the United Steelworkers were 
not enough to offset the forces working toward larger relative increases 
for other groups.** This contrasts with the picture sometimes given of 
steel workers enjoying gains at the expense of unorganized workers. 


IV. Conclusion 


What is the answer suggested by the evidence and reasoning above 
to the question, “Was collective bargaining in the basic steel industry 
during the inflation of 1945-48 an independent cause of wage in- 
creases?” The answer clearly seems to be that collective bargaining was 


“I am aware that the small percentage increases in steel workers’ earnings relative to 
certain other groups are consistent with larger absolute increases, because steel workers 
started on a higher base. This point has been stressed by Arthur M. Ross among pro- 
fessional economists, and by John A. Stephens among the spokesmen for steel management. 
I remain convinced that percentage increases are the relevant way to make inter-industry 
wage comparisons, and that this method does not involve any statistical fallacy. 
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not a significant factor. Its effects on wages were largely confined to 
altering somewhat the timing of increases, the form in which they were 
paid, and their distribution among workers in the industry. From the 
available evidence and the logic of the situation it is equally easy to 
argue that collective bargaining in the basic steel industry during this 
period kept wages below the level which they would otherwise have 
reached, or to argue that it raised wages above such a level. 

This, of course, does not mean that steel workers received no benefits 
from collective bargaining, since raising general wage levels is but one 
of a union’s many goals. Steel workers undoubtedly benefited from the 
grievance procedures established by collective bargaining, from the 
wage rationalization program, and from improved working conditions. 
Collective bargaining has increased the freedom and dignity of the 
individual worker, and stimulated management to take a greater interest 
in the welfare of all employees. At the same time, the union provided a 
new channel through which workers could play a constructive part in 
the life of their communities. 

To speculate about “what would have happened if” always involves 
risks. Nevertheless, one of the main ways in which we can appraise the 
impact of institutions is by asking what would have occurred if they 
had not been present. The conclusions stated above regarding the effects 
of collective bargaining on wage levels are based on the following 
reasoning: 

a. Factors other than collective bargaining seem adequate to account 
for the wage increases which took place. The principal factors which 
would have operated in the absence of bargaining were the tremendous 
increase in the demand for steel, the consequent increase in the demand 
for labor by the steel industry, and the shortage of labor relative to 
the quantity demanded at existing wage rates. The sharp increase in 
the cost of living and the substantial increase in output per man-hour 
might have been less important contributing factors. 

b. Certain aspects of the union’s presence and activity tended in 
themselves to restrain wage increases. First, wage increases were un- 
doubtedly delayed by fixed-term collective agreements. Second, the 
union’s publicity and political pressure against price increases, to the 
extent that they were effective, tended to keep down prices, profits, 
and probably wages. Third, it is likely that the existence of a strong 
union prevented employers from making temporary wage increases. 
Management probably feared that if wage increases were granted to 
overcome labor shortages, the union would be able to maintain these 
higher wages even after the demand for steel decreased. 

c. The percentage increase in the real hourly earnings of steel workers 
from 1939 to 1948 was smaller than that during the non-union period 
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1914 to 1920, and the percentage increases in the money earnings of 
steel workers from 1939 to 1948 and from 1945 to 1948 were smaller 
than those of many groups of less highly unionized workers during 
these periods. 

The conclusion that collective bargaining did not significantly raise 
wage levels applies to a comparison between bargaining as it existed 
and none at all. It does not mean that the wage increases for which the 
United Steelworkers fought could have been obtained in a unionized 
industry without a fight. Once a strong union is present, the effects of 
fixed-term wage agreements and downward wage rigidity are felt re- 
gardless of the amount of the union’s wage demands. Hence if the 
United Steelworkers had been less aggressive, wages in the industry 
would probably have been lower than they were, despite the short sup- 
ply of labor. 

These conclusions apply to the period 1945 to 1948. There remains 
the question of how well they apply to the years 1949 and 1950. 

The basic steel wage negotiations of 1949 started during what proved 
to be a temporary slump in the demand for steel. There is little doubt 
that the workers would have received no increase in wages or other 
benefits at that time in the absence of collective bargaining. The 1949 
agreement was reached only after hearings before a government board 
of inquiry, and a month-long strike following the issuance of the board’s 
recommendations of benefits. The agreement provided for noncontribu- 
tory pensions and increased contributory social insurance. These bene- 
fits can be attributed to the union, both as regards form and amount. 

It seems clear not only that no increase would have been given at 
that time in the absence of the union, but also that the industry in the 
absence of the union would probably not have chosen at any time to 
pay substantial increases in the form of pensions and insurance. The 
exact cost or value of the 1949 agreements is difficult to estimate on a 
cents per hour basis, and varies substantially from company to com- 
pany. The variation is a result of differences between companies in pre- 
existent pension and insurance plans and in the average age of their 
work forces. Estimates based on published statements by several of the 
larger basic steel producers indicate total costs ranging up to about 
10 cents an hour in some companies, with very substantially lower 
costs for others. 

In November, 1950, a fifth-round wage increase which averaged 
approximately 16 cents an hour was negotiated in the basic steel indus- 
try. The negotiations which preceded this increase took place during 
a period of mounting inflationary forces generated by the war in Korea. 
The cost of living was rising steadily—the Consumers’ Price Index had 
gained almost five points in the five months preceding the settlement. 
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The steel industry, with most of the expanded defense program not yet 
underway, already had large backlogs of unfilled orders. Unemploy- 
ment was shrinking, and steel producers were again experiencing diffi- 
culty in getting labor. Workers in other industries, including the auto- 
mobile, agricultural implement, and electrical manufacturing industries, 
had recently received substantial wage increases. The gloomy inter- 
national situation seemed to insure that the inflationary forces would 
be more than temporary. 

In view of these conditions, the analysis previously given of the first 
three rounds seems generally applicable to the fifth round. The 1950 
wage increase was not primarily a result of collective bargaining. 
Rather it was a result of rising aggregate demand operating by way of 
the collective bargaining process. 

Negotiated wage increases are one of the most visible manifestations 
of inflation, but their visibility should not be confused with causation. 
The primary responsibility for increased wages in such circumstances 
does not lie with either unions or management; it lies rather with the 
Congress and the other agencies which control monetary and fiscal 
policy. The best policies for preventing or halting inflation do not seem 
to me to be general wage and price controls and government regulation 
of the collective bargaining process, although lack of sound policy in 
other areas may lead us to the point where they become necessary evils. 
What is really needed is a basic anti-inflation program which will pre- 
vent the creation of excess demand by means of such unpalatable and 
old-fashioned but effective medicines as increased taxes and curtailed 
credit. 
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COMMUNICATIONS 


Notes on the Dollar Shortage: A Comment 


In his interesting “Notes on the Dollar Shortage,” Professor W. F. 
Stolper concludes that “an increase in American imports, though desirable, 
will not by itself lead to the solution of the dollar problem.”* He supports 
this opinion by reference to the dependence of exports and imports upon each 
other. Moreover “the present situation . . . (is) one of suppressed disequi- 
librium.” “Investments and/or exports of many European countries depend 
on their imports” and “these imports can only be paid for by exports.” Hence 
in his view a reduction of European imports from the United States by means 
of import control would “of itself lead to a fall in their exports.” 

Taken literally, Professor Stolper’s conclusion would seem to indicate that 
an unbalance in the country’s international payments could never be adjusted 
as he, surprisingly enough, thinks that “income adjustments by themselves 
will not lead normally to the establishment of the convertibility condition” 
either.* But in that event neither exchange controls nor bilateralism and dis- 
crimination can readjust the balance as they would probably lead to a greater 
displacement of internal demand than that caused by an increase in American 
demand (and the turning of the terms of trade in favour of Europe) because 
profits (and with them savings) would increase less than in the former case. 
His belief, moreover, that we can escape from this impasse by a realignment 
through a currency devaluation seems to be in ever greater contradiction to 
these conclusions, for a currency realignment would obviously change the 
terms of trade of the devaluating countries in their disfavour, and therefore 
ceteris paribus would lead to a greater fall in imports and thus to an even 
greater decline in exports. It is also odd that while Professor Stolper finds 
“discrimination” politically intolerable he is quite prepared to accept a whole- 
sale devaluation of currencies against the dollar: surely the effect on the 
American exporter is identical. The only difference is that in the former case 
no dumping of European products on the American market is induced: a 
difference which can hardly be considered unfavourable from an American 
point of view. 

Professor Stolper’s paradoxical results arise partly from his disregard of 
the effect on the terms of trade of the different policies pursued by the United 
States and her customers, partly from a confusion of the total propensity to 
import with the import of necessities and finally from his disregard of the 
effects of import policy on thrift and of a variation of the rate of savings on 
the foreign balance. 


* American Economic Review, Vol. XL (June, 1950), pp. 285-300. 

? Ibid., p. 300. 

* This is all the more surprising as Mrs. Joan Robinson has conclusively shown that a 
fall in incomes (wages) re-establishes “equilibrium” (in the sense of absence of direct 
controls and a balanced current account) even if “elasticities” are perverse. (“The Pure 
Theory of International Trade,” Rev. Econ. Stud., Vol. XIV (2) [1946-47], p. 102.) 
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Professor Stolper apparently sees in the “Dollar Shortage” a universal 
“disequilibrium in the international balance of payments.” This is perhaps 
less than the whole picture. The dollar shortage is an instinctive attempt by 
the countries outside the United States to prevent a further deterioration of 
their terms of trade by a severe control of American exports. There is no 
reason to believe that the United States would make tariff concessions in 
exchange for a reduction of the quantitative restrictions against its exports. 
Therefore unilateral abolition of exchange and import controls in Europe 
would turn the terms of trade in favour of America. It may be feared that the 
increase in competition in the U.S. markets would unleash the hostility of 
U.S. producers and by invoking the escape clause of the agreement of tariffs 
lead to an increase in U.S. protection.‘ As the United States is already far 
richer than Europe, the consequences of this development would further 
aggravate the present inequality in the international distribution of wealth. 

The resistance of Europeans against unilateral lifting of quantitative con- 
trols without assurance of either tariff concessions by the United States or a 
guarantee of sustained high effective demand in the United States can hardly 
be explained by their obtuse wickedness. It is due to the very real need to 
escape from an impossible position into which they were thrust by the losses 
caused by the war. As Mr. Kahn put it, “the phenomenon presents itself not 
(by the non-United States part of the world) greedily moving away from free- 
trade policy and securing a gain on the terms of trade (at the expense of a 
larger loss to the United States). It is rather that of (countries other than 
the United States) which, for historical reasons (have) got themselves in- 
volved with import restrictions, and other forms of ‘dollar-earning’ and 
‘dollar-saving’ government interference, and (find) that devaluation, taken 
beyond a certain point, even though it will render such restrictions and inter- 
ference less necessary, will reduce the average standard of living because the 
adverse movement of the terms of trade will outweigh the benefit of a greater 
resort to international division of labour.’ 

A sharp increase in American national income, on the other hand, fully 
employing existing U.S. capacity, would lead to a brusque increase in the 
U.S. demand for foreign goods. Not only would this increase the volume of 
imports at existing prices but it would probably tend to improve the European 
terms of trade. Hence less European exports would be required to buy Ameri- 
can essential goods and the European monetary position would be eased. 
Therefore the need for direct restriction of imports from America would be 
lessened. Indeed this is exactly what seems to be happening at the present 
moment. Despite the devaluation of almost all non-dollar currencies, the Ameri- 
can terms of trade are worsening and the American excess of exports is being 
transmuted into an excess of imports. 

Another not dissimilar slip occurs in discussion of the internal effects of 
import restrictions. Import restrictions might change the schedule of demand 

‘This has already happened in several instances (gloves, hats, watches—and, in a some- 
what different form, butter). 


°R. F. Kahn, “The Dollar Shortage and Devaluation,” Economia Internazionale, Vol. 
III (Feb., 1950), p. 103. 


ae, 
4 
i 
. 
4 
q i 
| 


COMMUNICATIONS 407 


and not merely cause a frustration of a part of an unchanged demand sched- 
ule. Controls, very much like other outside influences on demand, e.g., adver- 
tising, modify and divert it. Thus Professor Stolper’s recommendation for the 
abolition of exchange control by devaluation would not merely lead to a 
violent change in the external terms of trade but also to a change in the 
internal distribution of income against wages. This in its turn might induce 
(or at least aggravate) the inflationary spiral and possibly overwhelm the 
currency. If then, additional deflationary measures are recommended in order 
to make devaluation and decontrol “effective,” it is questionable whether the 
policy (far from representing an optimum) would not involve much greater 
losses for the poorer country than the policy of restriction actually followed, 
if only because of the resulting violent general reduction of investment and 
consumption. 

The position which we deal with is neither static nor is income distribution 
ideal. It follows, therefore, that it would be wrong to analyse it under the 
assumption that controls (and thus their abolition) do not alter the consump- 
tion habits of the population. Measures of liberalisation may result in an 
increase in the propensity to import and a decline in saving. The rich will be 
enabled and tempted to purchase goods from abroad which were hitherto not 
available. The process is more subtle than Professor Stolper, who sees the 
force of this argument, believes.° The saving will have been enforced by con- 
trol not merely directly on those consumers who have hitherto not bought 
home goods because they did not like the quality. In many cases the con- 
sumers after liberalisation switched from domestic goods. And among the 
domestic goods which had been bought in default of (better liked) foreign 
products there are many the production of which at the margin did not 
absorb productive factors, i.e., in the case of which marginal sales represent 
pure profits (or taxes). From this point of view’ even the more intense com- 
petition engendered by liberalisation and the consequent reduction in monopo- 
listic profit margins might be unfavourable as it will increase the propensity 
to consume and lead to a fall in saving. Thus not only can savings out of a 
given national income with a given distribution vary as a result of liberalisa- 
tion because of increased temptation and thus aggravate the balance-of- 
payments problem, but on top of it the distribution of the national income 
might move against profits and thus lead to a further reduction in the propen- 
sity to save. 

Now it could be argued that “controls” by enforcing savings on unwanted 
goods would “diminish welfare” as consumers would have preferred to spend 
their income on imported goods.* This argument might carry weight if the 
distribution of the national income would be perfect. In that case the loss 
arising out of an interference with the consumers’ free choice would not be 
offset by any gain due to the capacity to maintain a higher level of employ- 

* Stolper, ibid., p. 295. 

* Of course measures would have to be taken to tax or to force the reinvestment of these 
profits. Otherwise, the inequality of income distribution would increase. 


* Professor Stolper seems to ignore almost completely the law of diminishing marginal 
utility in connection with imports. 
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ment or arrive at a more equitable distribution of national income. The argu- 
ment that if this were desired, it could be accomplished more effectively (be- 
cause involving no interference with the allocative efficiency of the system) 
by lump sum taxes and subsidies does not bear examination. In an over- 
whelming part of the globe the administrative capacity to devise and enforce 
a sophisticated economic policy does not exist. Most customs officers, however, 
can identify luxury imports when they see them. Thus the maintenance of 
control leads to important and often decisive gains which are left out of 
account in most “theoretical” analyses. 

Professor Stolper views Italian policy with complete approval.® Yet there 
can be no doubt that the import of Cadillac cars, Coca-Cola, nylons and such 
like products from the United States which bulk large in Italian costs has 
seriously aggravated the difficulties in the way of a sensible employment 
policy. These goods are not required for an increase in investment. Nor are 
they necessary from the point of view of general welfare. If the rich Italians 
are forced to buy home-produced cars on which the profit margin is very high, 
it is by no means certain that exports will immediately be reduced or that the 
level of employment will remain unchanged. What might happen is that the 
substitution of the import of machinery for these luxuries would enable an 
increase in total employment and lead to an increase of turnover. Moreover, 
by increasing the output of Italian engineering products the policy might 
result in a decrease in Italian costs and thus in increased chances for Italian 


exports. 


In dismissing the possibility that an increase in employr:iont and income in 
the United States would help solve the dollar problem, Frciessor Stolper ig- 
nores the variation with the level of employment of the elasticity of the 
demand of a country for foreign goods. In conditions of over-full employment 
the demand for imports becomes relatively inelastic for price rises, and 
inelastic for foreign price cuts. The full employment of the home suppliers 
will make retaliation to foreign price cuts unprofitable. Any decrease in foreign 
prices will result in hugely increased orders for the foreign suppliers. Thus full 
employment contributes to the solution of the problem by changing the terms 
of trade and thus promoting exports at higher prices, so enabling the foreign 
country to buy American exports at a smaller sacrifice of its own productive 
efforts.’° 

I conclude, therefore, that Professor Stolper underestimates the importance 
of the American employment position and of its effects on the dollar “short- 
age.” Nor can it be argued that exchange restrictions merely reduce the factor 


"Italy does not differ from that of Western Germany. The E.C.A. Reports on both 
countries do not seem to support the earlier favourable views expressed by numerous aca- 
demic economists, ¢.g., Professor Lutz, Mrs. Lutz, Professor Haberler, etc. 

*Cf. T. Balogh and P. P. Streeten, “The Inappropriateness of Simple ‘Elasticity’ 
Concepts in the Analysis of International Trade,” Quarterly Review, Banca Nazionale del 
Lavoro, Roma, 1950. An analysis of the U.S. balance of payments suggests that the 
propensity to import, and not merely imports, is an increasing function of employment. 
Professor Stolper’s (conventional) model based on a constant propensity is unrealistic and 
misleading. Cf. my article “Rearmament and the U.S. Balance of Payments,” Bulletin of 
the Oxford University Institute of Statistics (1951). 
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allocative efficiency of the country imposing them, though they may have that 
influence. But their effects on saving and investment are vastly more important. 
They may well enable an increase in investment and saving even in conditions 
of “suppressed” disequilibrium. Moreover, their effect on the terms of trade 
represent the overriding consideration. Thus the present policy of the “non- 
liberalist” countries of Western Europe is hardly as self-stultifying as Dr. 
Stolper’s interesting essay might lead us to suppose. 
T. BaLocu* 


* The author is a Fellow in Balliol College, Oxford, and senior member of the Oxford 
University Institute of Statistics. 


Rejoinder 

Meeting an adverse balance of payments by exchange controls and dis- 
crimination rather than by devaluation has, as everyone agrees, advantages 
and disadvantages. One must decide the issue depending on how one estimates 
the quantitative change in the terms of trade, the importance of planning 
rather than a free-market behavior, and a host of other variables. Mr. Balogh’s 
views on these matters are well known; and with all respect to his cogent and 
lucid contribution let me simply record that they differ from my own.* 

Perhaps, however, I should address myself briefly to the important analytic 
issue of the interdependence of imports and exports, so as to attempt to dispel 
any paradoxes in connection with this important theoretical question! 
Machlup, Metzler, Kindleberger, Bloomfield, and many others, including text- 


book writers,? have by now established in great detail the following proposi- 


* The necessity to be brief limits me to this footnote and only to one of the facts asserted 
by Mr. Balogh. No doubt he meant it purely rhetorically that “there can be no doubt that 
the import of Cadillac cars, Coca-Cola, nylons and such-like products from the United 
States which bulk large in Italian costs, has seriously aggravated the difficulties of a sensible 
employment policy.” I cannot see that this is a fact. Besides, if the issue really were be- 
tween Cadillacs on the one hand and vitally needed foodstuffs and raw materials on the 
other, there would be hardly any point worth fighting about. The facts are, of course, that 
exchange controls keep out vitally needed raw materials and that the imports of Cadillacs, 
etc., are not worth talking about. Not only that: under bilateral agreements a certain 
number of Cadillacs or their equivalent usually have to be taken by each party to the 
agreement in order to receive the really wanted products. (For example, see United Na- 
tions, A Survey of the Economic Situation and Prospects of Europe (Geneva, 1948], p. 97 
and elsewhere.) 

I also wonder how the British people feel about bilateral agreements now that their meat 
ration has been cut substantially because of Sefior Peron. Or whether the Danes are 
entirely happy about their inability to have their prices increased as much as they 
originally liked. It is an interesting factual problem whether Britain gains more from 
exploiting Denmark than she loses from being exploited by Argentina, Certainly, however, 
the a priori case for bilateralism is not clear. 

*F. Machlup, “International Trade and the National Income Multiplier” and L. A. 
Metzler, “Underemployment Equilibrium in International Trade,” Econometrica, Vol. 10 
(1942), pp. 97-112; L. A. Metzler, “The Transfer Problem Re-Considered.” Readings in 
the Theory of International Trade (Philadelphia, Blakiston, 1949); C. P. Kindleberger, 
“The Foreign-Trade Multiplier, the Propensity to Import and Balance-of-Payments 
Equilibrium,” Am. Econ. Rev., Vol. XXXIX (Mar., 1949) and “Rejoinder,” ibid., Sept., 
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tion: An increase in a country’s exports will, ceteris paribus, increase employ- 
ment and output in this country. Normally this increase in output and em- 
ployment will result in larger imports which will in turn have successively 
smaller repercussions on the employment and output of the other country, and 
so forth. The balance of payments will therefore not be completely adjusted 
by changes in output and employment alone. The same result follows also as 
a rule when two countries have autonomous uncoordinated shifts in their 
investment schedules. In this well-known sense it is correct to say that in- 
come changes will not lead to a complete adjustment in the balance of pay- 
ments. The change of wages with which Mrs. Robinson’s celebrated article 
deals is, of course, not an income change in this sense at all, but a price change. 
It can be shown that a combination of proper income (in the Keynesian 
sense) changes and price changes will normally lead to an equilibrium in the 
balance of payments,’ without exchange controls or involuntary capital move- 
ments. 

Among the ceteris paribus assumptions which foreign trade multiplier 
theory has properly made are (1) that exchange rates be held constant and 
(2) that the funds necessary to pay for any imbalance in the international 
accounts are always forthcoming. When assumption (2) is dropped, as it must 
be for a long-run analysis, it follows that imports have to be limited to what 
can be paid for by exports plus gifts plus voluntary capital movements. In this 
sense imports and exports are obviously interrelated* though Mr. Balogh is, 
of course, quite right in insisting that imports and exports do not have to be 
equal to each other at any moment of time—except, of course, when they are 
so fixed by a bilateral agreement! 

W. F. SToLPER* 


1949 and The Dollar Shortage (New York, Wiley, 1950); A. I. Bloomfield, “Induced In- 
vestment, Overcomplete International Adjustment, and Chronic Dollar Shortage,” Am. 
Econ. Rev., Vol. XXXIX (Sept., 1949) and Capital Imports and the American Balance of 
Payments (Chicago, 1950); Enke and Salera, International Economics (New York, 
Prentice-Hall, 1947); P. A. Samuelson, Ecomomics (New York, McGraw-Hill, 1949). 

*Svend Laursen and Lloyd A. Metzler, “Flexible Exchange Rates and the Theory of 
Employment,” Rev. Econ. and Stat., Vol. XXXII (Nov., 1950), pp. 281-99. 

W. F. Stolper, “The Multiplier, Flexible Exchanges, and International Equilibrium,” 
Quart. Jour. Econ., No. 257 (Nov., 1950). This article was already written and submitted 
when the “Notes on the Dollar Shortage” were written. 

* Therefore, both Laursen and Metzler, and myself have a balance of payments equation 
in our setups. Whether the equation is written: Exports = Imports, or Exports — Im- 
ports = predetermined capital movement, is logically evidently irrelevant, since the pre- 
determined capital movement may be zero. 

* The author is associate professor of economics at the University of Michigan. 
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COMMUNICATIONS 
Trade and Investment in Underdeveloped Areas: A Comment 


I 


Dr. Singer’s analysis of the problems of underdeveloped areas is open to 
criticism of two kinds: on the one hand, some of the arguments he uses do not 
appear to this writer to be sound, and on the other hand, he fails to use 
certain valid arguments that could be turned to good account. His conclusions 
are therefore incomplete, and the case he has made suffers accordingly. 

To begin with, it may be noted that Dr. Singer, in common with most people 
who use the newly popular phrase, does not define “underdeveloped area.” In 
strict logic one might suppose it meant a country or region the natural re- 
sources of which are less fully exploited than is justified, taking due account of 
all relevant economic factors, such as their richness, their accessibility, their 
location with respect to markets, the known occurrence of similar resources 
in other countries, etc.? At the other extreme, many people seem to use the 
term to mean any country that wants to increase its industrialization, without 
regard to the economic justification therefor. Dr. Singer appears to mean 
simply a country that is not at present industrialized. A commonsense defini- 
tion, taking more account of usage than of pure logic, would be a country or 
region with a relatively low ratio of capital and entrepreneurship to other fac- 
tors of production but with reasonably good prospects that additional capital 
could be profitably invested. 


II 


Let us first examine the respects in which Dr. Singer’s arguments appear to 
be unsound. For the sake of clarity we may list them in a logical sequence. 


A. Merely Geographic Investment 


Dr. Singer inveighs against foreign investment that is geographically located 
in the underdeveloped countries but never becomes a part of their economies, 
remaining really a part of the investing economies instead. To advance his 
argument, however, he must be able to show that merely geographic invest- 
ment is actually harmful to the recipient country, which must mean that it 
results in a lower real income for the inhabitants than they would otherwise 
have attained (or might reasonably have been expected to attain). This he 
signally fails to do. He returns to the concept again and again, yet he never 
explains what the harmful results are or how they are brought about. 

The one specific point he makes is that the foreign investment may have di- 
verted into the resultant specialized export industries such domestic investment 
potential and entrepreneurial ability as existed, to the detriment of more pro- 


*H. W. Singer, “Trade and Investment in Underdeveloped Areas,” a paper presented 
to the Annual Meeting of the American Economic Association in New York City on 
December 28, 1949, and printed in the American Economic Review, Vol. XL, No. 2 (May, 
1950), pp. 473-85. 

?On such a definition it might prove that some highly industrialized country was 
the most underdeveloped, since it might offer the greatest opportunity for increased 
exploitation of its resources. 


\ 
| 
& 
| 
| 
i 


412 THE AMERICAN ECONOMIC REVIEW 


ductive industries that might otherwise have developed. (Presumably he has 
in mind that “growing point” industries, treated next below, might otherwise 
have become established, though he does not expressly say so.) But this is 
pure speculation, as he himself admits. It is indeed conceivable that any par- 
ticular investment, however productive, may have forestalled a still more pro- 
ductive venture by diverting resources from it, but in the absence of evidence 
to the contrary, we must assume that on the whole the most productive in- 
vestments are made first. 

The wording of Dr. Singer’s frequent references to the idea of merely geo- 
graphic foreign investment is open to the interpretation that he believes in- 
vested capital can bring no increase in real income to the capital-receiving 
country except to the extent that the direct returns on capital accrue to its 
nationals. Until he can bring evidence (which he has not done) to contradict 
the commonly accepted analysis of marginal returns to factors of production, 
however, the presumption remains that productively invested capital increases 
the real income of the community by more than its cost—i.e., by more than 
the fair return to the suppliers of the capital—because the productivity of its 
labour and natural resources is increased as a result of the investment, and 
therefore there is a net gain therefrom even when the capital comes from 
abroad. 


B. “Growing Points” 


Dr. Singer justly emphasizes that manufacturing industry provides “grow- 
ing points” to an extent unmatched by other activities in our present age. 
For the purposes of his argument, however, he would have to show that these 
“growing points” are improperly suppressed in underdeveloped countries, 
whether as a result of the conscious efforts of people who stand to gain thereby 
or because the long-run advantages which they would bring are inadvertently 
sacrified in the pursuit of immediate profit. This he also fails to do. 

Dr. Singer seems to speak as if a given country may choose at will to de- 
velop “growing point” industries, whereas the factors that determine the 
economic feasibility of this type of industrialization in an underdeveloped 
country are largely outside its control. The present geographical distribution 
of these “growing points” is by no means accidental, as any student of the 
location of industry knows. It is the result partly of the location of resources, 
partly of historical sequences, partly of transportation costs, partly of the 
pattern of tariffs and trade controls, partly of the past and present geographic 
distribution of population and incomes, and partly of still other economic and 
social factors. (More correctly, the geographical distribution of industry and 
the other things mentioned are a composite group of mutually determined 
and mutually determining entities.) Failing convincing arguments to the con- 
trary—and Dr. Singer gives us none—we must assume that the “growing 
points” have sprung up in those areas where on balance the conditions are 
most favourable. We certainly have no right to assume that any underde- 
veloped country could have simply willed them into existence within its own 
borders at some appropriate date in the past. 
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C. The Terms of Trade 


Dr. Singer asserts that ever since 1870 the terms of trade have on balance 
gone heavily against producers of food and raw materials and in favour of 
the sellers of manufactured goods. There are very serious weaknesses in his 
argument, however, as the following propositions show. 

1. Dr. Singer asserts that the failure of living standards to rise in under- 
developed areas is sufficient proof that his “trend of prices” does not merely 
reflect changes in real costs. But this is simply not true. An at least equally 
plausible explanation would be that the industrial countries have applied their 
share of the gains from falling real costs in part to raise living standards 
whereas the underdeveloped areas have applied them wholly or largely to 
support increased populations. 

2. Dr. Singer’s main argument for his conclusion that changes in real costs 
do not explain the relative price changes, however, is that productivity has 
increased more rapidly in industry than in the production of food and raw 
materials. But this is also open to dispute. It would appear that he is think- 
ing of what we may call “abstract productivity,” or productivity at the place 
of production, whereas the really significant concept may be called “effective 
productivity,” or productivity in the sense of ability to deliver the product 
to the ultimate consumer. Improvements in transport techniques and other 
developments have vastly increased the effective productivity of once-distant 
raw material producing countries during the last eighty years; much more can 
now be profitably produced in and marketed from these areas. It is, thus, 
far from clear that effective productivity has increased more rapidly in in- 
dustrial countries. 

3. A logical extension of the argument just developed leads us to question 
the very existence of Dr. Singer’s “price trend,” and not merely its proper 
interpretation. He does not state what price data he has used. In view of the 
fact, however, that price data in underdeveloped areas are very hard to come 
by even today, let alone for eighty years ago, it is not unreasonable to suppose 
that he has relied mainly on data from industrialized countries. But surely 
the terms of trade for an underdeveloped country should be calculated in the 
internal markets of that country, where the primary producers (or local 
merchants on their behalf) sell their goods at a price net of transportation 
charges and other costs, and where they buy their imports at a price that in- 
cludes all these costs. That is the exchange they make and those are the prices 
at ‘which they make it. During the past eighty years the terms of trade in 
those markets must have been greatly and favourably affected by the tre- 
mendous reduction in transportation costs that have resulted from the intro- 
duction of the railway, the steamship, and the aeroplane, and by the equally 
important improvements in marketing methods and in the facilities for the 
physical handling and storing of commodities. In 1870 the price of moving a 
bushel of wheat from Pinkie, Saskatchewan (a settlement in western Canada 
that did not even exist then) to world markets would have been fantastic; 
so would have been the cost of getting a piece of machinery back. Yet today 
trade like that flourishes, as it does in every underdeveloped area. How can 
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it be that trade is now profitable in these areas which was unprofitable eighty 
years ago, and yet that the terms of trade have gone steadily against them?* 

4. Nor need we stop with questioning this particular computation of 
changes in the terms of trade, for the basic concept itself is not universally 
accepted as valid. Space does not permit us to treat the question adequately 
here, but an important aspect of it may be mentioned, which has to do with 
the effects of progress and invention. Any given type of industrial product now 
offered to the primary producer in exchange for his products is more efficient 
than it was eighty years ago, as a result of improved techniques and new 
inventions. Completely new products are also available to him, some of which 
perform services that were then beyond the realms of possibility or even of 
imagination. Certain of these improvements and innovations reduce his costs 
of production or the cost of maintaining himself and his family, others expand 
the scope of his choice of enjoyments. All constitute betterments in the real 
income he can obtain in exchange for a given quantity of his products.* None 
can be adequately allowed for in any mere price index, nor therefore in the 
“terms of trade” as derived therefrom. 


D. Technical Progress 


The assertion that technical progress cperates unequivocally in favour of 
producers of manufactured goods and against producers of raw materials im- 
plies that technological unemployment is relatively unimportant in industry; 
this begs many. questions that have been largely forgotten since the 1930’s 
but which were in fact never completely answered. It is also doubtful that the 


tendency of technical progress in manufacturing is any stronger in the direc- 
tion of cutting the amount of raw material used per unit of output than cutting 
any other given element of cost; we cannot reject technological unemployment 
of direct labour and accept technological unemployment of raw materials with- 
out more supporting evidence than Dr. Singer gives us. 


E. North America 


One of the most puzzling features of Dr. Singer’s paper is his evident re- 
luctance, if not outright refusal, to accept the United States and, to a lesser 
extent, Canada as countries that were once underdeveloped but have now 
achieved industrialization with the help of foreign capital. He refers to North 
America as comprising “ a third group of countries,” apparently distinct from 
the capital-investing countries and the capital-receiving countries. He evi- 
dently bases the distinction on the large numbers of emigrants from Europe 
that went to the United States and Canada, and makes some use of calculations 
by the Italian statistician Corrado Gini, which purport to show that the entire 


*It will be noted that, on the basis here suggested, it would be quite possible for 
both industrial and raw material producing countries to experience an improvement 
(or a deterioration) in their terms of trade at the same time, if transportation and 
marketing costs fell (rose) sufficiently. 

*This does not contradict the point made above, that the improvement in real 
income may have been applied to maintain a larger population instead of to raise living 
standards. 


iz 
hag 
| 
} 
} 
“+ 
at 
tee 
| 
| 
i 
i 
| 


COMMUNICATIONS 415 


stock of capital equipment in the United States is less than the capital value 
contributed by Europe in the form of immigrants in the prime of productive 
life. But this was not by any means the only form of capital that Europe in- 
vested abroad, and it was not peculiar to North America. European capital in 
the form of vigorous emigrants and in other forms, singly or together, have 
gone out to all the world. If North America prospered and grew into an indus- 
trial power under a sy.tem in which immigrants invested themselves as well 
as their capit«] in the country, other areas did not have the same success with 
the same system. Indeed, it is even arguable that, instead of having received 
too little of their capital imports in the form of human capital (immigrants), 
many of the countries that remain underdeveloped have invested too much of 
their capital in this form (population increase). 

A more orthodox explanation of this differential experience would be that 
the United States was blessed with resources that were so much richer and 
more varied in themselves, and so much closer to the mass markets of Europe, 
that it had a very favourable basis for economic development and population 
growth, which in turn made possible the rise of industrial production despite 
the competition of established industries in Europe. Why does Dr. Singer balk 
at this explanation, and insist on replacing it by an elaborately implausible 
hypothesis? 


Ill 


We may now consider certain additional factors, not mentioned by Dr. 
Singer, that help to explain the backwardness of underdeveloped areas. 


A. Excessive Profits 


It can be argued that capital and entrepreneurship get more than their 
due return, especially in the case of foreign capital and entrepreneurship in- 
vested in underdeveloped countries, and that the real income of these coun- 
tries is thus improperly reduced. The argument may be roughly limned as 
follows: 

If the world conformed reasonably well to the theoretical model of perfect 
competition, foreign capital and entrepreneurship would get only their fair re- 
turns, and foreign investment would bring a substantial net gain to the coun- 
try, in accordance with the classical analysis referred to in an earlier para- 
graph. In fact, however, the world does not so conform. Many important ele- 
ments of imperfect or monopolistic competition exist, as a result of which for- 
eign capital and entrepreneurship are able to extract much more than their 
fair share of real income. Knowledge of the investment potential of distant 
countries is inferior to knowledge of opportunities nearer to the sources of in- 
vestment capital, which introduces a bias against underdeveloped areas far 


*Dr, Singer gives no precise reference, but see Corrado Gini, “Apparent and Real 
Causes of American Prosperity,” Banca Nazionale del Lavoro Quarterly Review (Rome), 
No. 6 (July, 1948). 

We may best leave it to Gini’s fellow statisticians to comment on his curious calculus 
of capital, which in any event does not seem particularly relevant to Dr. Singer’s 
argument. 
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from financial centres. A number of factors (some are mentioned in Dr. Sing- 
er’s article, others will be referred to below) produce cumulative or spiral 
effects that favour industrial expansion in areas where some centralization of 
industry has already occurred rather than in new areas. Many development 
projects are of a highly specialized nature, or require very large-scale opera- 
tions, so that few firms in the entire world have the capital, experience, and 
business connections essential to successful exploitation of the resources in 
question. A great deal of investment capital is controlled in large blocks by 
huge corporations and is used in substantial degree as a bargaining instrument 
to further the general advantage of the holder, or as a device for getting con- 
trol of economic vantage points, instead of being, as the model of pure com- 
petition requires, invested in small lots with regard only to the interest or 
dividend return. These corporations often have far greater bargaining strength 
than the development-hungry governments with which they deal. The com- 
pany can usually drive a hard initial bargain, because it always has the option 
of investing elsewhere and because it has the services of able technical ad- 
visers. Even after the initial investment is made, the company may be able to 
force the government’s hand by threatening to transfer operations elsewhere, 
or by reducing its scale of operations, producing unemployment, and setting 
the stage for (if not actually organizing) revolutionary attempts against the 
government. The use of bribery, intimidation, and fraud must not be over- 
looked either. 


B. Freight Rates and Customs Tariffs 


Following the line of reasoning suggested above in connection with the 
location of “growing point” industries, an argument can be made that these 
have been unduly repressed in countries that are now considered under- 
developed. The argument makes use of certain discriminatory features of 
freight rate structures and of customs tariffs. 

Common carriers throughout the world almost universally apply rate sched- 
ules which are based essentially on the “value of service” principle—a 
euphemism for charging what the traffic will bear. This principle is of course 
mitigated in a variety of ways by deference to public opinion, by varying de- 
grees of governmental regulation, by the very impracticality of applying it in 
minute detail, and so on, but the fact remains that rate schedules are generally 
based thereon rather than on the “cost of service” principle. Typically, bulky 
raw materials are accorded favourably low rates, whereas manufactured and 
highly processed goods pay much higher rates. We may note in passing that 
the benefits to the producers of raw materials are largely illusory, since these 
same people must provide a large part of their own subsidy in the form of 
higher freight payments for finished goods (which are usually brought in 
from a distance). What concerns us here, however, is the bias this introduces 
in favour of locating industrial plants near ultimate markets instead of near 
the sources of raw materials. One of the first fields in which one might expect 
to see the industrialization of an underdeveloped country begin would be 
the initial processing of its staple exports, yet, unless this initial processing is 
very simple indeed, the result is to put the product in a higher freight bracket 
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and thus to offset some or all of the prospective gain in the real income of 
the country. 

Tariffs anc other barriers to international trade usually discriminate in a 
similar way against manufactured goods and in favour of raw materials. 

Underdeveloped countries wishing to create or expand manufacturing in- 
dustries are thus pretty well precluded from reaching the mass markets of 
others countries where large populations with relatively high incomes are lo- 
cated. They are thrown back on their own domestic markets, which are usually 
too small and poor to support any but light industries where the optimum 
size of plant is relatively small. 


C. Monopolistic Competition 


According to Dr. Singer, the reason for deterioration in the terms of trade 
of underdeveloped areas, and hence for the adverse effects on their real in- 
comes that this implies, probably lies in the different price policies in secondary 
industry and in primary industry—the distribution of the results of technical 
progress in the form of higher factor returns in the first case, lower prices in 
the second. This argument is incomplete and unconvincing because, without a 
discussion of exchange rates, fiscal policies, monetary policies, and so on, there 
is no presumption that the movements of the real incomes of industrialized 
and non-industrialized countries have been in the divergent directions implied 
by their price policies. A much more convincing argument can be made, how- 
ever, avoiding the logical quagmires into which concern for the terms of trade 
leads us like an economic will o’ the wisp. The point is that the secondary 


industries are usually characterized by a much greater degree of monopolistic 
(or imperfect) competition than the primary industries, which implies that they 
are able to retain an undue share of total real income. 


IV 


Finally, we come to the question of corrective action. Dr. Singer’s recom- 
mendations are good enough as far as they go, provided the efforts he sug- 
gests to promote capital reinvestment do not end up by frightening away 
more captial than they provide. If the foregoing analysis is reasonably close to 
the truth, however, there are a number of more concrete steps that could be 
taken for the benefit of underdeveloped areas. 

The fundamental need is for the application of capital and entrepreneurship 
in a way that will bring a maximum of retained real income to the under- 
developed economies. This, in turn, implies that capital and entrepreneurship 
must be adequately paid, but not grossly overpaid. In part the need for capital 
at reasonable rates is now being met by various government agencies in the 
industrialized countries and by international organizations such as the Inter- 
national Bank for Reconstruction and Development. These sources of funds 
are limited, however, and their help must usually be in the form of loan capital 
with fixed interest rates and maturity dates, whereas many development 
projects are not suited to such financing. Equity capital is the most satisfac- 
tory form of financing for many types of economic development, and it must 
usually come from private sources. Much the same may be said of entre- 
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preneurship: technical assistance programs supported by more developed 
countries can be of great help, but really extensive development will un- 
doubtedly require the intervention of private initiative on a substantial scale. 

Despite extensive programs of development and technical assistance for 
backward areas, therefore, the problem of getting adequate private investment 
and initiative without paying an exorbitant price will undoubtedly continue 
to be serious. To assist in meeting this difficulty, it should be possible to 
organize an international agency to aid the governments of underdeveloped 
countries in negotiating with foreign business enterprises. It should be formed 
om a cooperative basis by the underdeveloped countries themselves, with as- 
sociate membership open to such developed countries as wish to participate. 
Perhaps it ought preferably to be formed as a joint sub-agency of the United 
Nations and the International Bank, with participation by other specialized 
agencies, though alternative types of organization might ‘also be considered. In 
any event, it would need a complement of technical employees with sound 
training and wide experience in the economic, financial, industrial, engineering, 
and agricultural problems of development—a staff such as all these countries 
need but few can afford individually. An important part of its work would 
be to pass upon (and, if necessary, to assist in negotiating) proposed contracts 
offering concessions to foreign companies for operations within underdeveloped 
member countries, to ensure that the terms were fair and reasonable. An 
equally important part of its work, however, would be to assist member coun- 
tries in revising their commercial codes, tax laws, and administrative practices 
so as to attract capital by fair and consistent treatment, ensuring appropriate 
operating conditions and reasonable payment for services rendered. In too 
many countries today foreign business is hesitant about initiating development 
projects that are otherwise tempting, because past experience has led them 
to fear capricious tax or other measures if the project proves successful. That 
this attitude on the part of the governments concerned may be understandable 
in the light of previous sharp practices by some business concerns is beside 
the point; both foreign business and the underdeveloped countries are the 
losers. 

This same international body, or some other, should make a study of how 
the various development programs of underdeveloped areas affect one another, 
with a view to sensible coordination. Any one country might find it expedient 
to develop, say, a textile industry; but if all start textile industries at the same 
time, they might on the one hand make it difficult for any of them to succeed 
in the face of competition from the others, and on the other hand so dislocate 
the export trade of this industry in older countries as to disorganize the world 
textile market, to the sorrow of their own newly established industries. 

Another difficulty that has been mentioned is the smallness of the market 
in any one underdeveloped country, making it difficult to support a plant of 
optimum size. The revision of freight rates and foreign tariffs to remove the 
discrimination against the movement of manufactured goods from under- 
developed countries to world markets will be a long slow process at best, and 
may prove quite impracticable for the immediate future, but whatever can be 
done in this line should certainly be attempted. The difficulty might be over- 
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come or mitigated in some cases, however, by limited free-trade agreements 
among two or more particular underdeveloped countries, whereby each would 
establish specified industries and refrain from establishing others. Quite aside 
from existing trade agreements and conventions, which could perhaps be 
modified to accommodate the case, there would be many difficulties in carry- 
ing out this suggestion—questions of prestige and sovereignty, bargaining for 
favoured industries, and so on. Transportation costs between the countries 
concerned might be a serious problem also.® Nevertheless, this technique 
does offer some hope of expanding a market that would otherwise be uneco- 
nomically small. 

Finally, a word may be said about the influence of political instability, 
which has been largely ignored in this article. Economic poverty and political 
instability go together, as is well known, and tend to be mutually exacerbating. 
The best prospect of breaking this vicious circle seems to lie in economic 
advancement, since this is where foreign help can be most easily and disinter- 
estedly applied. 

A. N. McLeop* 


*Transportation is often a serious problem even within an underdeveloped country, 
especially if the territory is mountainous or contains large areas that are unproductive. 
The concentrations of population and wealth per mile are often insufficient to support 
an adequate system of roads or railroads. 

*The author is an economist employed by the International Monetary Fund, whose 
work has taken him to a number of underdeveloped countries in a technical capacity. 
The opinions expressed in this article are, of course, only his personal views and do 
not necessarily represent those of the Fund. 


Reply 


My reply to Dr. McLeod will be confined to the first half of his article 
(Sections I and II) which are comments on my paper. Sections III and IV 
represent an independent contribution to the subject with some of which I 
agree and with some of which I disagree. Some of the arguments in Section 
III seem to me to be identical with my own, except in terminclogy. 

1. Definition. Dr. McLeod is worried by the absence of a definition. 
I was talking about countries which are poor for reasons other than war 
destruction. These countries also happen to be mainly agricultural and ex- 
porters of primary products. An under-developed country is like a giraffe— 
difficult to describe but you know one when you see one. I saw and see no 
need for any other definition. I note that Dr. McLeod himself falls back 
“more on usage than pure logic”—so why bother? I did mot mean “a country 
that is not at present industrialised.” I do not consider Saskatchewan, Iowa, 
Denmark or New Zealand as “under-developed.” All the under-developed 
countries are agricultural (or mining) countries, but not all agricultural (or 
mining) countries are under-developed. 

2. “Geographic” investment. 1 do not have to show that merely geographic 
investment is “actually harmful to the recipient country.” Foreign indebted- 
ness is bad, even if the results of the investment are not “actually harmful.” 
The onus is on someone to demonstrate that the investment is positively useful, 
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that it increases the national output by more than the amortization, interests 
and profits accruing. The harmful result is the indebtedness. It is brought 
about by the failure of real income to increase sufficiently to offset it. 

The damage to domestic investment through diversion into specialized 
export industries was, as Dr. McLeod says, “pure speculation,” and was 
put forward as such. Most of what he writes in his own contribution, as 
most of what anyone writes on underdeveloped countries, is “pure specula- 
tion.” I would certainly class as “pure speculation” Dr. McLeod’s statement 
in the very next sentence that “in the absence of evidence to the contrary we 
must assume that the most productive investments are made first.” My 
judgment for underdeveloped countries would be different. We cannot tell 
what the “most productive” investments are until we have developed public 
services and external economies. Meanwhile, investments take place which 
do not require those nonexistent services and economies. 

Dr. McLeod thinks I violated the principles of analysis of marginal 
returns to factors of production. I do not think I did. The “productivity 
of its labour and natural resources is increased as a result of the investment,” 
as Dr. McLeod says. I did not deny it. Indeed, I produced definite state- 
ments and figures on an increase in productivity of primary production. But 
I did argue that the resulting gains in productivity were lost by worse terms 
of trade. The gains exist—but who got them? Where is the violation of 
marginal productivity? 

3. “Growing points.” I do not see why or how I could be expected to show 
that growing points are “improperly suppressed in under-developed countries.” 
I do not believe in a conspiracy of hooded men in the industrialized countries 
against the under-developed countries. I am satisfied to note that these grow- 
ing points are not there, and that particular types of export specializations do 
not provide them. I can agree with Dr. McLeod that “the present geographical 
distribution of growing points is by no means accidental” but that does not 
lead me to believe that the present distribution is providentially sanctified, 
or that it is necessarily the best for the world as a whole, nor that the pro- 
vision of growing points is “largely outside the control” of under-developed 
countries. I note that Dr. McLeod himself, in explaining the present pattern, 
uses such terms as “historical sequences,” “geographic distribution of in- 
comes” (surely a circular argument! ), and the catch-all of “other economic 
and social factors.” I have been trying to describe such “historical sequences,” 
such “economic and social factors.” Development certainly is not a matter 
of willing it alone, but there are particular international arrangements under 
which an under-developed country can will economic development, and others 
under which it cannot. That was the point of my paper. 

4. Terms of Trade. Different population trends may, of course, explain 
different standards of living, although it is not so much “increased popula- 
tion,” as the wastage of a high death rate that I would quote. But this is 
itself a result of under-development—so it is largely a matter of where to 


begin the argument.” 


* Perhaps I may explain that at the time of reading the paper to the American Economic 
Association, I was writing a separate article on “Demographic Factors in Economic De- 
velopment.” This may account for the omission of population from my paper. 
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Improvements in transport have improved productivity all-round—but 
have they affected the distribution of benefits and gains? Transport facilities 
are mainly owned by the more developed countries. Much of what Dr. 
McLeod writes about economic progress in transport, marketing and handling 
and the opening up to trade of settlements like Pinkie, Saskatchewan seems 
to me completely unrelated to terms of trade. Let us avoid the elementary 
confusion between the terms of trade and the volume of trade. In fact, the 
importance of that distinction, and other statistical points arising in the 
computation of terms of trade mentioned by Dr. McLeod, are clearly dealt 
with in the source’ referred to in my paper. 

When Dr. McLeod goes on to mention the “effects of progress and inven- 
tions’”—new products and other betterments in the real income—as argu- 
ments against “the basic concept itself,” he makes the concept collapse under 
a weight for which it was never designed. Improving terms of trade are 
compatible with a deteriorating standard of living, and vice versa. Terms of 
trade are one determinant of national income. They become important only 
where many of the other determinants are fairly constant. That, unfortunately, 
is often the case in underdeveloped countries. But I hope I have not confused 
the terms of trade with the national income. The footnote suggestion that the 
terms of trade may improve for both partners at the same time, seems to me 
to make nonsense of the terms. 

5. Technical progress. 1 shall confine myself to saying that I have never 
“rejected” technological unemployment in industry. How could I? It was 
entirely outside my argument. If the more developed countries have chosen 
to throw away part of their gains by unemployment (or by emigration), that 
had nothing to do with the distribution of gains from trade (which was the 
sole subject of my paper). 

6. North America, 1 cannot see that Dr. McLeod’s explanation contradicts 
mine. Immigration could never have done the job, if the physical conditions 
had not been so favourable. But that is a/ways true of finance. And my argu- 
ment was that immigration, not investment, constituted the main source of 
“finance” for economic development. To say that population increase must 
be as good as immigration, as Dr. McLeod does, is to misunderstand the whole 
argument. Immigration supplies foreign “finance” for economic development. 
A natural increase in population does not. 

H. W. Srincer* 


*“Relative Prices of Exports and Imports of Under-developed Countries,” United 
Nations. 

* The author is a member of the Secretariat of the United Nations. The present reply, 
like the original paper out of which it arose, has been written entirely in a personal capacity, 
and does not necessarily reflect the views of the United Nations organization. 
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Factor Demand with a Variable Quantity of Cooperating Factors’ 


The purpose of this note is to indicz*e a method of deriving a demand curve 
of an individual firm for a factor of production from marginal productivity 
analysis, on the assumption that the prices of the other factors of produc- 
tion are given, rather than their amounts. While the latter assumption permits 
the demand curve to be derived immediately from the total product curve of 
the variable factor, such a method is of limited usefulness. In any but the 
shortest-run period, the entrepreneur is generally in a position to vary his use 


TGP 


b, 


Ficure 1 FIGuRE 2 


of some of the other factors, due to a change in the price of one factor;? in 
the “long run” he is presumably able to vary them all. 

In the following analysis, it will be assumed for purposes of simplification 
that there is only one other factor (B), whose price is given for the firm.* 
Conditions of demand for the firm’s output are also assumed as given; the 
total product curves that will be used show the value of the total product to 
the firm. The slopes of the curves indicate marginal value (or revenue) pro- 
ductivity; hence the analysis is applicable to imperfect as well as to perfect 
competition in commodity markets.* 

Let us assume an initial position of equilibrium at which the firm is pro- 


*The author expresses indebtedness to Professor W. M. Capron, of the University of 
Illinois, and to Professor W. J. Fellner, of the University of California, for helpful 
comments and suggestions. 

* Assuming that the change is expected to continue for a sufficient period of time 
to make it worth his while. 

*In the case of monopsony, it is only necessary to assume that the conditions of 
supply for factor B to the individual firm are given. This could be shown in Figure 2 
by an increasing slope for the total outlay curve OL, rather than showing it as a 
straight line (its second derivative would be positive rather than zero). 

‘The other assumptions of marginal productivity analysis are also made; e.g., profit 
maximization, variability of factor proportions, etc. 
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ducing an output v, (in value terms) and employing a, of factor A and b, of 
factor B, so that the price of B is equal to the marginal value productivity 
of B, the (demand) price for A is equal to its marginal value productivity, 
and the ratio of the marginal value products of A and B is equal to the 
ratio of their prices. This position is illustrated in Figures 1 and 2; in 
Figure 1, the slope of the total value product curve $, (which assumes a fixed 
amount b, of factor B) at P,, is equal to the slope of the outlay curve OK, 
for factor A (the slope of the latter curve giving the price of factor A that is 


Ficure 3 


consistent with the employment of a, of factor A). Point R, in Figure 2 is to 
be interpreted in a similar fashion for factor B.° 

Suppose, to obtain another price-quantity relation for factor A, that we 
increase the use of A by a small amount Aa = a, —a;, and then determine 
the price for A which is compatible with the employment of a2.° At first 
thought it might be supposed that we could merely move along the total 
product curve $,; to P., the slope of the curve at that point (the marginal 
value productivity of A) indicating the price that could be paid for a, of A 
(shown also by the slope of OK,). However, the increased use of A will result 
in an upward shift in the total product curve for B (Fig. 2, from a; to a.) ; 
the quantity b, of B employed is no longer an equilibrium amount, since its 
marginal value productivity (along a.) at R. is greater than its price. Conse- 
quently the firm will increase’ its use of B from b, to bz, where the marginal 


*It should be kept in mind that the total outlay curve OL will not change in the 
course of the analysis, since the price of B is assumed given. 

* Alternatively, we could consider a lower price for A and then determine the resulting 
increase in its employment. Although the latter may be the more customary procedure 
in deriving a demand curve, the former method is simpler for the present analysis. Both 
methods will, of course, give the same result. 

"I am assuming here that factors A and B are “complementary”; ie., that the in- 
creased use of A raises the marginal value productivity of B. It is of course possible 
that the reverse will be true; in this case, less B would be used rather than more. 
Cf. J. R. Hicks, Value and Capital, 2nd ed. (Oxford, 1946), pp. 94-95. For a firm with a 
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value product of B is again equal to its price at Rs, output increasing further 
from vz to 

Since the use of B has now increased by Ab = b, — by, the value product 
curve for A will shift from 6, to 6.. The marginal value productivity of A 
(the slope of the tangent at P,) and hence the price compatible with the 
employment of a, of A (indicated by the slope of OK;) after the amount of 
B has been adjusted “optimally,” although normally less than it was at point 
P,,° will be greater than it was at P., where the amount of B was considered 
fixed 


A whole series of such points as P, and P; can be traced out by varying A 
and determining, by the above method, the change in V after varying B 
“optimally.” The locus of such points will define a total “gross” product 
curve for factor A (TGP in Fig. 1), from which marginal and average gross 
product curves can be derived by the usual methods.’° 

The total net product curve for factor A can then be obtained by subtract- 
ing from the gross product curve the cost of factor B; this is, of course, equal 
to the marginal product (price) of factor B times the amount of B. The total 
net product curve will therefore lie below the total gross product curve. 
Diagrammatically, for quantity a, of factor A (Fig. 1), P; Q: is equal to 
S, b, in Figure 2 (since b, is the optimum quantity of B to use when a, of A 
is employed) and P; Q, is likewise equal to S, be. 

Furthermore, the slope of the total net product curve for any amount of A, 
say a, is equal to the slope of the total product curve for A after B has been 
adjusted “optimally” for that amount of A, to express the condition that the 
marginal net productivity of A must equal its marginal productivity."* In 


linear homogeneous production function and selling its output under conditions of 
perfect competition, the two factors must be complementary (ibid, p. 95); also Joan 
Robinson, The Economics of Imperfect Competition (London, 1933), pp. 258-59. 

“It is possible to derive a whole series of such points as R; and R; by using different 
amounts of A and determining the optimum amount of B to employ in view of the latter’s 
price. The curve traced out by the locus of such points in 3 dimensional space (A, B, 
and V) would, if projected onto the A, B plane, define a curve identical with Pro- 
fessor Boulding’s “land curve” (assuming B to be land), “any point on it representing 
a quantity of land which it is most profitable to employ with a given quantity of 
labor.” Kenneth E. Boulding, Economic Analysis, rev. ed. (New York, 1948), pp. 700-701. 
He applies this to the case of a change in the price of a factor (pp. 705-707), but does 
not indicate explicitly the relation between his “land” and “labor” curves, and the 
total value product curve for labor. 

* Not always. The marginal gross productivity of A may increase for a certain interval 
in the employment of A. 

* The terms “gross” and “net” are used here in Mrs. Robinson’s sense. J. Robinson, 
op. cit., pp. 239, 245. 

"Let Aa be the increase in factor A, Ab the increase in B, and Av the resulting 


bv bv 
increase in the value of output V. Then Av = = Aa + ab, approximately. 
The net product, after deducting the cost of B, denote by Av’: 
Av’ = Av — ba Ab, 
db 
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terms of our diagrams, the slope of the net product curve at Q, (Fig. 1) is 
equal to the slope of the 8, curve at P; where it intersects the gross product 
curve (Fig. 1); i.e., is equal to the slope of OKs. 

The demand curve of factor A is then given by the derivative of the total 
net product curve.*? This is illustrated in Figure 3, where the marginal net 
product curve is the demand curve for factor A. The (,’, 62’ curves correspond 
to the derivatives of the §,, 8. curves of Figure 1; Rs a, corresponds to the 
value of the slope of the product curve (6, at P;; Re ae, to the value of the 
slope of the product curve @, at P,. The $,’ curve would therefore give the 
demand curve for factor A if the firm were not in a position to vary its use 
of B from b,. 

This method of obtaining a demand curve for a factor of production for a 
particular firm does not require the assumption that a fixed amount of all 
other factors be used, but merely that the prices of the other factors and the 
demand conditions for the product be given. It is, of course, entirely consistent 
with the treatment of certain factors as fixed, and others as variable, for 
varying time periods that might be relevant to a firm’s decisions on factor 
employment or factor price determination. 

Epwarp C. Bupp* 
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Aa 
For an infinitesimally small increase in A and B, then 
d 


i.e., the marginal net productivity of A equals its marginal productivity. 

* At least for all values of A which are equal to or greater than that value for A at 
which the average net product of A is at a maximum. If the price of A is higher than 
this, none of A will be employed. 

* The author is assistant professor of economics at the University of Illinois. 


European and American Economics 


Three of my books have been most interestingiy reviewed by Dr. J. Herbert 
Furth in the American Economic Review, September 1950, page 658-61. This 
review, however, goes beyond the limits of a review proper, setting forth, as it 
does, and criticizing the present-day level of political economy on the 
continent. This applies especially to Austria in the light of a comparison with 
the respective level of the economic sciences in the United States and the 
Anglo-American countries. 

The article may certainly claim the merit of having broached the subject 
of existing divergencies and of having initiated a discussion which might 
prove fruitful. Even if not concurring in Dr. Furth’s view, and self-com- 
placency, which is—to forestall a misunderstanding—certainly not personal 
but strictly scientific, no efforts should be unavailing or hopeless which are 
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directed toward bridging the different viewpoints and promoting mutual 
understanding. 

One thing stands out clearly from Dr. Furth’s exposition, that the concepts 
and contents of the various fields of political economy have developed quite 
differently on the European continent and in Anglo-American literature, re- 
spectively. This is plainly disclosed in his review of my Abriss der Finanz- 
wissenschaft. It fills him with wonder that such questions as the economic 
significance of government expenditure, governmental price and income policy, 
governmental “functional finance” are missing from a book on the theoretical 
science of finance. There can hardly be an economist on the European 
continent who would regard these questions as included in the province of 
theory of public finance, interesting though they may seem to him. Any 
European science of finance published in the last thirty years would, if con- 
sulted, reveal—and the author has expressly stated this in his preface—that 
the subject of expenditure economy of the government belongs to economic 
policy and not to theory of public finance. This is far from being a dogma and, 
certainly, the day will come when there will be some such science of financial 
economy as distinct from theory of public finance, uniting both. 

The present efforts on the European continent, however, to arrive at a pure 
theory of government revenues economy should not be unavailing. Obviously, 
various alternative names could be found for it, but this is merely a matter 
of words. Besides, for instance, Europeans will have to get used to finding 
the term “sociology” to include or mean studies in the fields of economic policy 
and population policy. It is clear, for that matter, that it will probably be 
less easy to keep apart State revenue problems and State expenditure 
problems, that is, for instance, “functional finance” or financial methods for 
planning and controlling economy in general, in a totally socialized State. In 
this point I accede to Dr. Furth’s reference to the Soviet Union. But it appears 
to have escaped his notice that the larger portion of my treatment of this 
country as well as the chapter concerned with questions of modern public 
finance deal with this question. 

Similarly, in the review of Geld von heute, Dr. Furth thinks it undesirable 
for such questions as the Benelux Union, the sterling area and the Inter- 
national Monetary Fund to be missing from a theoretical inquiry. Here the 
wide gap becomes evident which separates, for the moment at least, the view- 
points in respect of the concept “theory.” Doubtless it is an advantage and a 
merit of American and most of the Anglo-American political economists to 
give prominence to the practical applicability of theoretical knowledge. 
Carried to its extreme, this viewpoint would entail dropping pure theory and 
basic research work in favour of research work subservient to purpose. Even 
if it were admitted that some schools of economic theory have so far lost 
contact with the practical applicability of their theoretical achievements as 
to alienate interest in this field in wide circles and to an undesirable degree, 
it should not be overlooked that pure theory in the acceptance of this term as 
adopted in the old classical and new Austrian schools and as also evolved in 
continental countries other than Austria—i.e., in Switzerland, Italy, Germany, 
Scandinavia—has achieved theoretical results which may be perhaps criticized 
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as too narrowly logical and philosophical, but can not be condemned as useless. 

It may be noteworthy that within the sphere of the English-speaking 
countries there have been, of late, hardly any publications of methodological 
research and that, in the main body of American literature, the problem of 
approach is interpreted to mean simply whether the “verbal” or the “mathe- 
matical” method can possibly be applied. I was deeply impressed, when in 
academic discussion I mentioned Schopenhauer in connection with the prob- 
lem of introspection, a full professor of a first-class American University 
replied: “I never heard of him; I am an economist!,” while another solemnly 
declared, “The problem of imputation does not exist!” Whether this attitude 
is favourable to maintenance of touch with other sciences or to the universality 
of science is certainly very doubtful. Nor would I dare to give an affirmative 
answer to the question whether intensified application and intricate refinement 
of admirable research work, intensified application of mathematical repre- 
sentation and an almost disproportionately high intensification of the busi- 
ness cycles complex could be regarded to be a full substitute for pure 
theory and pure basic research. It is anything but mere chance that there is no 
counterpart in American monetary research work to the concept of pure 
monetary theory as found in the works of such men as Knapp, Mises, Wieser, 
Moll, Elster and of many Frenchmen and Italians. If this continental method 
were stamped as too abstract, deductive, and prone to classification, it may as 
well be held that in a considerable part of American literature—Irving Fisher 
is a pertinent instance—those who entered the field of applied theory, nay, 
monetary policy, did so, perhaps partly prematurely and neglecting basic 
research. 

Yet another factor especially stressed by the reviewer of the Handelspolitik, 
but with some definite bearing on Das Geld von heute, too, is that Europeans 
have been reproached—and rightly so—with having been cut off from Anglo- 
American standard publications since 1933 (in Austria since 1938!). Legiti- 
mate though this reproach may be, an explanation can be furnished. As 
late as from 1947 onwards Anglo-American literature found, to some extent, 
its way to Europe again and became known to wider circles. Besides, value 
judgments are not the same. Only very few will be ready to acknowledge 
Keynes as, so to speak, “Ricardo’s grandfather.” This may be due to the 
fact that his sources, Marx and Rodbertus in particular, are better known 
and have been studied more thoroughly in their original language in this 
country. Though the highly interesting nature of his ideas meets with full 
appreciation here, opinions vary as to how far they originated with him. It 
would be further justified to state, by way of contrast, that—if purely for 
linguistic reasons—much of the most important European literature and 
pertinent names are entirely unknown in the States. No one I met seemed to 
have heard about Dobretsberger, Lucas or Moll. The same is true in the 
theory of public finance where, for instance, the leading Italian scientists, say 
Morselli and Pietranera, are unknown and the Germans, say Jessen or 
Ritschel, are nearly so, This list is capable of extending in all special fields 
and in nearly all European languages. 

This is not meant to be censure. It is imperative to insist upon the pro- 


| 
it ise 
= 
; 
an ? 
walk! 
. 
if 
A 


428 THE AMERICAN ECONOMIC REVIEW 


motion of mutual exchange and to spread it over some considerable length 
of time. It is likewise absolutely necessary to translate European literature 
into English and thus make it available. Many American economists, un- 
fortunately, are unaware of the latest and most important French publications 
in the field of monetary theory not to mention the relevant German, Italian 
and Spanish literatures or even Yugoslavian, Hungarian or Czechoslovakian. 
Cooperation, therefore, would hold out hope of great and satisfactory successes 
with “Give and Take” evenly shared. On the part of European economists 
such cooperation would be accompanied by the warmest feelings of thank- 
fulness for all material and technical assistance, such as they have had from 
their American friends since 1945. Assertion of the old Hungarian dictum, 
Extra Hungarian non est vita et si est vita, non est vita (There is no life 
besides Hungarian life and if there would be life-—it could not be real life) 
would certainly detract from the spirit of team work. The above motto would 
not be accepted by Europeans in their honest efforts for comprehensive 
cooperation. Only by means of mutual intensive and extensive exchange, my 
dear friend Furth, Central European and American economic science will 
regain the place of honour representing our joint aim. 
RICHARD KERSCHAGL* 


* The author is professor and head of the department of economics and financial science 
of Vienna University of Commerce. 


Divergent Views of Members of the Subcommittee on Teaching 
The Elementary Course in Economics 

Editor's Note: After this report had reached the printer, some members of the Sub- 
committee wished to modify certain of its statements, to expand certain of its arguments, 
and to shift certain of its emphasis. These matters are set forth in the following com- 
munication. 

The final draft of the report of the Subcommittee on the Teaching of the 
Elementary Course in Economics, published as a part of the general report 
of the Committee on the Teaching of Economics and the Training of Econo- 
mists, was written by the chairman, William W. Hewett, and circulated in 
early June, 1950 among the subcommittee members for criticism and correc- 
tion. A copy was sent at the same time to Professor Horace Taylor, chair- 
man of the parent committee. During the summer three members of the sub- 
committee responded with comments on the report, the last communication 
reaching my desk late in September. The. excellence of these comments de- 
manded a revision of the preliminary draft of the report and I wrote Pro- 
fessor Taylor for more time to prepare such a revision. Unfortunately, a 
series of misunderstandings, for which I assume full responsibility, had 
given Professor Taylor the impression that the report in his hands was to be 
considered the final draft and was already in press. Since it was too late to 
correct this unhappy situation by the submission of a revised report, it was 
decided that a communication be written for publication in the American 
Economic Review, clarifying the divergent views of the subcommittee mem- 
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bers. A note to that effect was inserted at the end of the report when publi- 
cation reached the page proof stage. This communication is the result and 
I hope that it will also serve as my apology to the subcommittee membership. 
In the paragraphs that follow no attempt has been made to include a 
rebuttal of the points raised by individual member comments. I have sought 
to summarize the more significant opinions just as they were expressed by 
the three individuals concerned: Professor Mary Jean Bowman, Professor 
Bruce W. Knight, and Professor Shorey Peterson. 

1. Content of the Elementary Course. The published report of the sub- 
committee was extremely critical of the expansion in the content of the ele- 
mentary course in economics, “beyond all possibility of adequate compre- 
hension and assimilation by a student in one year of three class hours a 
week”; current courses “persist in crowding into one course, content necessary 
for a diversity of objectives.” 

Professor Shorey Peterson expressed strong doubts that this was a common 
fault. He argues that several apparently alternative objectives may be per- 
fectly consistent with each other. While agreeing that a course may properly 
make training in principles the proximate goal, he believes that few teachers 
would view this training as an intellectual exercise, or accept the under- 
standing of theory as the final objective. Rather, they would agree with a 
statement contained in the report, that “economics is intended to equip him 
[the student] with a technique for grappling with current economic prob- 
lems.” This, in Professor Peterson’s opinion, is all that many teachers mean 
when they say that training for citizenship is a major goal, or suggest other 
related broad objectives. True, the skillful teacher can put “the breath of 
life” into abstract principles, but the job of transferring knowledge of theory 
to problems must not be left to the student; it must be made a part of his 
instruction. A considerable degree of skill is required to avoid the danger 
of diffused instruction, but the problem is one of integrating the comple- 
mentary elements of a complex but still reasonably manageable task. 

Professor Mary Jean Bowman is in substantial agreement with Professor 
Peterson. She adds that it is more over-ambition than indecision that is re- 
sponsible for undue expansion of the elementary course. For example, the 
objectives of providing insight into public policy issues and the teaching of 
a theory course, are entirely compatible and may be mutually supporting if 
ambition in any one direction is curbed within reasonable limits. 

Professor Bruce W. Knight agrees with the report that the primary 
criticism of current elementary courses is the failure to limit coverage. How- 
ever, he would emphasize the importance of teaching thoroughly the more 
limited content that is selected. 

2. The National Income Approach. In order to obtain a cross-section of 
current practices with respect to the use of national income material and the 
aggregate demand—full employment area of economic theory, a special ques- 
tionnaire was prepared and circulated. This questionnaire requested informa- 
tion on the “National Income Approach” and sought to clarify terminology by 
a subdivision of the “National Income Approach” in the elementary course, 
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into two categories: (1) national income accounting which referred to a 
study of the size, variation, major components etc., of the gross national 
product; and (2) aggregate demand—-full employment theory. 

Professor Peterson objected to the implications of the word approach, 
holding that the term may be quite satisfactory in characterizing a course 
oriented along the lines of Professor Samuelson’s text, but quite misleading 
for many other courses which none-the-less include considerable national 
income material. “Most teachers recognize as important topics (1) the 
measurement of economic achievement as accomplished through understand- 
ing national-income data and concepts and (2) the nature of aggregate 
demand and the determinants of employment (through various combinations 
of Say’s Law, Keynesian, and conventional business-cycle elements) ; but to in- 
clude these topics is not to adopt an “approach” except in a sense that is 
equally applicable to other major aspects of economic organization and 
processes that a course is likely to include. The word, I think, works against 
a desirable perspective.” 

Professor Bowman believes the report should have separated more sharply 
the National Income Approach, from the Income-Employment Approach. In 
her view, the report reads as if the second-type course were merely an exten- 
sion of the first, whereas the two are quite different in emphasis. She is also 
reluctant to accept the exclusive credit given Lord Keynes as the inspiration 
for the National Income Approach, since a number of men who emphasize 
that sort of thinking take their departure from the Swedes and D. H. Robert- 
son rather than Keynes—and on the whole are anti-Keynesian. 

Professor Knight found no fault with the implication of terms, but thought 
that our report should point out that the only necessary and underlying con- 
flict between the “National Income Approach” and the “Traditional Ap- 
proach” is the conflict between competing uses of time and energy—hence 
a matter of allocation and opportunity costs. “If we are trying to teach 
principles, surely it is nonsense to say—that we should pound at allocation 
when we have full employment and at full employment at other times. For 
almost any policy is likely to have effects on both the total volume and the 
allocation of employment (of all agents of production), and it is even more 
important to have the right allocation when the total is low than when it is 
high. For that matter, I think ‘full employment’ is itself a matter of allocation 
—between economic and non-economic uses of resources. All this is only ‘in 
principle,’ however. ‘In practice,’ unfortunately, I find that the younger 
enthusiasts for the N. I. A. neglect allocation, underemphasize the limitations 
of compensatory spending, and at least invite, if they do not openly espouse, 
bigger and bigger doses of social control.” 

3. Suggested Alternative Course Plans. The published report suggested as 
a basis for discussion, three alternative courses that appeared to possess 
unity of objective and reasonable content. The suggested courses were: (1) 
A study of the Economy as a Whole; (2) Contemporary Economic Issues 
and Economic Policy; (3) an Introduction to Economic Theory. 

Professor Bowman believes that the first alternative (the Economy as a 
Whole) gives an appearance of an unhappy mixture of diverse topics. She 
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argues that any good course, even one emphasizing micro-economics pri- 
marily, must also give a picture of the economic process as a whole; there is 
no special reason why a National Income Approach should be especially 
associated with a comparative study of economies, planned or otherwise, as 
was suggested in the report. Professor Bowman would prefer to call this 
type of introductory course Comparative Economics. It would then give the 
instructor an opportunity to focus attention on the development of broader 
social and economic perspectives as the primary course objective. She suggests 
that such a course might also meet the needs of many institutionally minded 
economists as well as many who desire to emphasize public policy. The course 
would also provide a wonderful opportunity for those who are interested in 
our economic relations with the rest of the world as a topic of major im- 
portance. 

Many other diverse comments were made by the subcommittee membership. 
Professor Knight would like to see the older hands teach the elementary 
course, take that teaching more seriously, and inspire the younger members 
of the staff with seriousness about teaching. He is also quite skeptical con- 
cerning the substitution of broad orientation in the social sciences for an 
undiluted course in general economics. Professor Bowman agrees that there 
is much to be gained by both neophyte and veteran participation in the 
elementary course; the interchange of ideas in frequent staff conferences can 
serve to raise the level of teaching and give the first course a place in the 
scale of professional values that is all too often lacking. She also feels that 
the report might have been a bit more modest about the place of economics 
in the college curriculum! 

Time and space limitations make it impossible to cover all such inter- 
esting and relevant comments. I can only hope that this communication will 
serve to correct in part the unfortunate failure to make our subcommittee 
report more closely in line with the collective views of the membership. 

W. 

University of Cincinnati 
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Friedrich List. By Cart BRINKMANN. (Berlin and Miinchen: Duncker und 
Humblot. 1949. Pp. 359. DM. 16.) 

During the last few decades, interest in the work of Friedrich List has be- 
come so pronounced as to amount to a List-renaissance. While it would lead 
too far to fully explain the reasons for the revival of interest, there is no doubt 
that it should be partly credited to those economists who, in 1925, sponsored 
the List Gesellschaft which in its turn organized the ten-volume edition (Berlin, 
1927-1935) of this ingenious writer and unscrupulous propagandist and pro- 
moter. This monumental collection has offered a new opportunity to study 
many details of List’s life and of the evolution of his ideas. Still there remained 
the question whether the wealth of unearthed material would confirm or alter 
the conventional opinion of List’s contribution to modern economic thought. 

For fifteen years we have been waiting for a reappraisal of this kind—a re- 
appraisal that, of course, required some congeniality with the great opponent 
of the classicists and the same rare combination of theoretical and historical 
and of economic and political interests which established his rank among the 
outstanding “system-builders.” Apparently, Professor Carl Brinkmann hoped 
to accomplish this mission when, to his many historical and theoretical studies, 
he recently added a biography of List. 

Although the book, based on a meticulous study of a vast correspondence 
and the numerous articles, diaries and pamphlets now made available to us, 
satisfies the technical requirements of a good biography, it will disappoint 
those who expect new insights into List’s system and a clarification of the 
inconsistencies and contradictions in his principles and programs. His oppor- 
tunistic attitude has been reaffirmed beyond any doubt. When Brinkmann 
embarks on a reinterpretation of the fundamental ideas of his hero, he exposes 
himself to criticism. 

The uniqueness of List’s work rests on the crossfertilization of two streams 
of thought, the German romantic concepts and the ideas of technical and in- 
dustrial progress mainly derived from his American experience. He was logical 
in opposing any compartmentalization in the social sciences and in considering 
economic objectives as subservient to a political program primarily based on 
might and power. As List emphatically stated, national might is more impor- 
tant than wealth because it includes the power of opening new productive 
resources and “because these productive powers are the tree on which all 
sorts of wealth grows and because the tree which bears fruits has more value 
than the fruit itself” (Das Nationale System der Politischen Okonomie in 
Werke, Vol. VI [1930], pp. 99-100). An appeal to force, therefore, was a 
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legitimate element in his argument. He was not afraid to recommend restric- 
tions and retortions in order to force the European countries into a system 
of international free trade (see, for instance, his plan of 1820, p. 85). As 
Gaétan Pirou aptly said, List’s originality appears less in his protectionist 
proposals than in his basic views, particularly on the subordination of eco- 
nomic measures to political and national objectives.* 

Apparently, Brinkmann does not fully approve of this interpretation. The 
best parts of his book are the comparative analyses of three documents which 
indicate three characteristic stages in List’s scientific development: the English 
Outlines of American Political Economy (1827), the French prize-essay Le 
Systéme Naturel d’Economie Politique (1837), and the German masterpiece 
Das Nationale System der Politischen Okonomie (1840). Yet Brinkmann 
believes that the Outlines which contains the germ of his later “systems” was 
a fruit of List’s American experience. Notions derived from the “atmosphere” 
of the “American system,” as established by Alexander Hamilton, prevailed 
over “any knowledge imported from Europe” (p. 140). The weakness of an 
interpretation of List which minimizes the impact of romantic ideas is obvious. 
His notion of “productive powers” was so nebulous that it could hardly find 
any place except in a romantic system of economics. Or, to give another in- 
stance, his dichotomy of the capital of mind and the capital of nature was no 
more than an imitation of Adam Miiller’s well-known distinction between 
physical and spiritual capital. 

The reader will be impressed by the author’s erudition and the thorough- 
ness of the historical documentation. Yet he will scarcely characterize the book 
as pleasant reading. Too often both narrative and analysis are overloaded with 
parochial data and irrelevant details more appropriate to the biography of a 
local politician than that of a founder of a new system of economics. The book 
suffers also from deficiencies in presentation and from an involved and clumsy 
style. In plowing through its pages, the reader may wonder whether a greater 
investment in editing would not have secured increasing returns. 

Fritz Kart MANN 


The American University, 
Washington D.C. 


Employment and Equilibrium. Second (rev.) ed. By A. C. Picou. (London: 
Macmillan. 1949. Pp. x, 283. $4.00.) 

The only thing better than a book by Professor Pigou is its next edition. 
Except for the Economics of Welfare (and its numerous offspring), Employ- 
ment and Equilibrium is Pigou’s most important book. Written after he had 
held Marshall’s Cambridge chair for one-third of a century, it refutes the 
contention of those who regard economic theory as a young man’s game. 

The new edition is slightly longer, but the changes are few. The principal 
ones grow out of criticisms in the 1944 Economic Journal by S. C. Tsiang and 


1 Preface to Maurice Bouvier-Ajam, Frédéric List—Sa Vie, son Oeuvre, son Influence 
(Paris, 1938), p. x. 
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relate to the formal “stability properties” of Pigou’s system. Thus, Pigou had 
argued that, with income constant, the saving schedule in response to interest 
changes must cut the corresponding investment schedule from below: other- 
wise the system would be dynamically unstable, with an upward movement 
of the interest rate becoming self-aggravating as scheduled investment con- 
tinuously exceeds scheduled saving. Tsiang, following Hicks’ distinction be- 
tween “perfect” and “imperfect” stability, pointed out that the resulting 
employment changes could conceivably restore the equilibrium so that the 
Pigou condition is not necessary for stability. In the new edition Pigou agrees 
(p. 75). He, therefore, rests his case (p. 83) on the empirical proposition that 
the response of saving to interest is small and is, if anything, probably of 
positive rather than negative elasticity.’ 

Tsiang’s second objection is even more technical. Pigou had thought that 
even under imperfect competition, an expansion in employment in the invest- 
ment and consumption-goods industries must be accompanied by a fall in 
real wages, or else the system would be (1) dynamically unstable and (2) 
the entrepreneurs would not be maximizing their profits. It is clear that the 
latter argument involved the fallacy of composition. Also, the former argu- 
ment appears to be too strict a requirement. So in the end Pigou has to get his 
same result by appealing to the familiar empirical constancy (alleged to hold 
over long periods of time) of the income shares of wages and non-wages. The 
general reader will find this new discussion hard going; the specialist will wish 
that a ten-page Appendix had been added specify‘ng exactly what dynamic and 
statical assumptions are being made. 

For more general reactions to the book, the reader must be referred to my 
earlier extended remarks.*? Neither these nor similar criticisms by Kaldor 
(Economic Journal, 1941) have persuaded Pigou of his error in refusing to 
make investment demand—as of a given stock of capital!—depend on current 
employment as well as on the interest rate. The result is an incorrect banish- 
ment of the paradox of thrift (pp. 56, 160). 

One last curiosity should be mentioned. Pigou has failed anywhere to intro- 
duce into his short-run analysis what is today called the “Pigou-effect,” i.e., 
the upward effect on consumption of an increased real value of money and 
government bonds induced by a decline of the price level.* As a result of this 
ultra-Keynesian lapse, Pigou must champion the classical system with one 
hand tied behind him. Fair odds if you have his punch and the interest 
elasticities are propitious. 


A. SAMUELSON 
Massachusetts Institute of Technology 


* Pigou’s dynamic assumptions remain implicit and ambiguous; but using his own type 
of logic, he might have deduced this condition by postulating that the system is “stable” 
even if (1) the liquidity-preference or income-velocity schedule is interest-inelastic; or (2) 
if wages move so as to keep employment always full. 

* American Economic Review, Vol. XXI (Sept., 1941), pp. 545-52. 

*In my earlier review, I failed to note its presence in his long-run analysis at the end 
of Part II. 
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The Social Costs of Private Enterprise. By K. Witt1am Kapp. (Cambridge: 
Harvard University Press. 1950. Pp. xii, 287. $4.50.) 


What is cost? This is Pilate’s question to the economist. If a clearcut 
and thoroughly defensible answer could be given to it, economics might at 
long last rest upon a philosophically sound foundation. But like “right and 
wrong” to Underschaft’s son Andrew, it has become the custom to proceed as 
though everyone knew as a matter of course what “cost” is, or else to pass 
over the subject with a gesture of impatience or an angry silence. Yet for the 
economist it is clearly at the center of all doubts, all questioning, all con- 
troversy, all the conflicting theories of production, distribution and value, all 
the catallactics of price determination and capital formation—and not, to skip 
the least of these in the burning issues of contemporary price control policy, 
of all the problems of inflation, defense mobilization and full employment. 

Professor Kapp, accordingly, in questioning received opinion along this 
line, is not, as he freely acknowledges, raising new, but very old questions. 
There is no discredit in this. Quite the contrary. In fact, in the face of the 
run of articles as they appear in this and similar journals of learned opinion 
where continued silence on the underlying issues is approaching the scandalous, 
it is an act of singular courage. Not to raise the question at the beginning of 
all fundamental problems in economics is as though the philosopher, unable 
to define “truth” so as to meet all doubts, were accordingly to consign it to 
Limbo. By so doing he would, of course, also doom philosophy to the réle 
of patron of Credulity or the champion of Apologetics—or both. Yet this is 
substantially what has happened to “cost” in economic literature where it 
has simply become an expense that is incurred on the books of the entrepreneur 
under circumstances where he may not readily, in the short run at least, avoid 
the outlay. On current showing—TI have seen no vigorous protest to the con- 
trary—it may even include taxes of any sort, not to mention advertising, 
lobbying for laws to eliminate competition, etc., as well as any and all unearned 
income. A quarter of a century ago an economist in a position to know 
referred to his kind as singers of “the canticles of commerce” or the “‘trouba- 
dors of trade.” 

The result, as Kapp points out in great detail, is that business practice 
builds into the economic terrain wastes and extravagances world without end. 
And no economist can say him nay. Consider the semantic item, efficiency. 
It has now become a measurable differential in prices of comparable goods 
and services when related to some monetary total called “investment”— 
irrespective of how any of these commensurable but always shifty-eyed 
children of the balance sheet come into this uncertain world. Of all the 
jejune ideas that have muscled into the painful discourse of economics, surely 
that of the “marginal efficiency of capital” has struck a new low, No folly, no 
waste, no rendering to the just or the unjust, no crisis, no debacle up to and 
including the ruination of the country’s natural resources, or pitching the 
nation into war, or even the total erosion of competition—not to mention 
impact of business practices upon democracy or constitutional government— 
can be caught in the net, or weighed and appraised by the “tools” of this 
cock-sure calculus by way of which the professional economist gives unsought- 
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for advice to those who do not need it, the entrepreneurs. Thus, the seeming 
clarification of price theory has tended to introduce into the language of 
economic speculation a pretentious but desiccated mumbo-jumbo of unim- 
portant maxims which it aay masquerade as profound only to those not able 
to see through the pale caste of elementary mathematics with which it is 
sicklied over. We are left with a monument of babble to social science 
Ignoramibus. Davenport, who pioneered in this by-passing of important issues, 
used frankly to say that it was evasion and could not, of course, go beyond 
essentially bookkeeping problems, And, of course, there can no more be a 
science of bookkeeping than there can be a science of etiquette. 

Furthermore, as Kapp points out, it is a special type of bookkeeping. It 
has to do solely with monetary gains to the individual entrepreneur. Kapp 
details the cost of this calculus to the community and to society at great 
length wherever (as in air pollution, wastage of natural resources, bad distri- 
bution of goods, etc.) the data permit some degree of measurement. But what 
is the way out of this reductio ad absurdum in the current handling of eco- 
nomic problems? There would seem to be at least two desiderata. First, policy 
determines the parameters of cost as clearly as cost is a starting point for the 
determination of price. And second, there must be something of a model of 
what constitutes efficient use of economic resources which are necessarily 
incurred when the appropriate engineering is organized along scientific lines— 
technological and behavioristic. 

Now on both these points Kapp’s argument falls short. The first by being 
considered only briefly in connection with “overhead costs” (pp. 163-68) ; 
the second by having no frame of reference. What, to begin with, is “cost” 
anyway? Is it any disadvantage suffered by any person from any other’s 
action—with the caveat that the action must be “economic” and the initiative 
“private”? (Chap. 1) Is it any loss of production? (see pp. 168, 169) Is it 
any “waste,” preventable or not under private enterprise? (see Chap. 11) 
Is it anything the community might have had at all under any conditions but 
does not now have by any man’s carelessness or neglect? (see Chap. 15 on 
the Frustration of Science) In general what Kapp calls “social costs” seems 
to be identical with “wastes of competition” (p. 182), but in the chapter on 
monopoly it seems to be wastes of monopoly instead. 

There are many further instances of slipshod writing. What, for example, 
is one to say of the idea that “nonrational behavior was assumed” by the 
early classical writers “to be either nonexistent or at least of no importance” 
in the then existent equilibrium analysis? What of Ricardo and Malthus 
on the population issue? of Smith on the conspirators of the market place? 
of even the later Walras on land nationalization?—not, of course, to mention 
Hume’s corrosive skepticism on the possibility of a causative nexus in rational 
thought at all? But against the scale of importance in the central problem 
posed, such flaws are unimportant. If nothing else happened than that profes- 
sional economists should read and understand the full implications of the 
proposition laid down on page 243, that economic theory as taught has 
become one of those methods “of limited understanding” which “is at length 
exhausted,” and that, consequently, instead of its continuing to be as it 
was in its youth, “a triumphant success” it is now, as Whitehead might put it, 
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“an obstructive nuisance,” the book will be well worth while. The implication 
drawn on the next page, that “economic science must . . . return to philosophy” 
should cause the editorial offices of the textbook factories to seethe—particu- 
larly in their cash registers. For it would destroy most of what is written these 
days, textbooks and articles alike. But where are philosophically minded 
economists being turned out? And what graduate school will risk trying 
something a little different? 
Rosert A. BRADY 

University of California 


Introduction to Economics. By THropore Morcan. (New York: Prentice- 
Hall. 1950. Pp. xxix, 857. $5.00.) 

This is a well written, well organized, up-to-date text, with numerous foot- 
note references valuable to non-specialists. Exposition combines “theoretical” 
and “institutional” approaches. In the main the author succeeds in his an- 
nounced intention “to tie theory and statistical and verbal description closely 
and equally together.” His greatest interest is in “Income and Employment” 
(Part III), which, together with the earlier and related chapters on money, 
constitutes approximately forty per cent of the book. Teachers more interested 
in neo-classical analysis may, however, be appeased by the 250 pages on 
“Value and Distribution” preceding income analysis. 

Professor Morgan’s earlier text, Income and Employment, has been re- 
printed, almost in entirety, as Part III of the present book. The most im- 
portant changes appear to be addition of a chapter on income fluctuations and 
fifteen pages on postwar inflation, shortening of the already quite brief dis- 
cussion of labor mobility and industrial location, and modernizing of analysis, 
statistical material, and footnote references. The general impression continues 
to be one of that modified Keynesianism which may be termed the new 
orthodoxy. 

Part II, “Value and Distribution,” displays a modified neo-classicism. 
Among the more noteworthy deviations from the usual text organization and 
content are introduction of demand and price theory with consideration of 
highly “imperfect” markets, minimization of marginal-utility analysis, a 
more institutional discussion of oligopoly, and inclusion of taxation within 
the section on distribution. The allotting of separate chapters to “Wages,” 
“Rents,” “Interest Rates,” and “Profits” shows a familiar pattern of organiza- 
tion, but the problems discussed and the conclusions reached often differ 
significantly from those found in standard texts of earlier years. In his brief 
discussion of the marginalism controversy, Morgan reveals little sympathy 
for heretical views, but in his later analysis of resource prices he at times de- 
parts appreciably from strict orthodoxy (e.g., pp. 336-37, 341). 

In many places the author makes specific policy recommendations and 
gives definite answers to non-policy questions widely considered controversial. 
This does not, however, create an impression of special pleading or of vested 
academic interest. Explanation is perhaps found on page viii of the “Preface 
to the Instructor”: “I hope that these chapters will be taken as a target for 
questions and doubts and as a stimulus to further inquiry.” 

My principal doubts about the usefulness of the text concern the extent 
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of coverage and level of analysis, especially the former. Comparison of 
Morgan’s topics with those of, say, Taussig’s 1921 volume, points up a con- 
clusion reached by the Subcommittee on Elementary Courses in Economics, 
“| . the content of the elementary course has expanded beyond all possi- 
bility of adequate comprehension and assimilation by a student in one year of 
three class hours a week” (American Economic Review, Supplement, De- 
cember, 1950, p. 56). I chose Taussig for comparison because his was one of 
the longer, more comprehensive, and more difficult (also better written) texts 
of an earlier generation. Although the 1921 text is substantially longer than 
the 1950 one, its greater length is attributable to more prolonged discussion 
of questions. The recent book introduces more major topics, goes farther in 
the direction of acquainting first-year students with all areas of current eco- 
nomic thought. Morgan is certainly not the only text writer guilty of over- 
ambitious coverage, nor is his sin in this respect as great as that of some of 
his brethren. But the forgiveness which the Subcommittee offers (ibid., p. 57) 
is generous in all these cases. 

A workable compromise can perhaps be reached if the teacher carefully 
studies the book in advance and eliminates large parts of it from the course 
schedule. If this is done, the objection concerning level of analysis will also 
in part be met. Students can reasonably be expected to attack more difficult 
subject matter if they are given a longer period for effort and absorption. 
But even this solution may be feasible only if the teaching is expert or if 
students are well above average in intelligence or experince. The level of 
understanding required for the general average of Morgan’s chapters is pretty 
high. 

Henry M. OLiver, JR. 

Indiana University 


Current Economic Problems. By HENRY WiL.iAM Sprecev. (Philadelphia: 
Blakiston. 1949. Pp. 726. $5.00.) 


Professor Spiegel admits that he has written his book with a three-fold 
purpose. The first is to supply tools of analysis for correct thinking; second, 
to chart the course over which citizens and economists must travel if they are 
to understand the age in which they live; and third, to make some contribution 
toward enlightened citizenship at the present time. The viewpoint is largely 
Keynesian. As stated in the preface, “The treatment is strictly modern, 
utilizing to the fullest possible extent the national-income approach and the 
framework of macroeconomics.” Thus he deals almost wholly with such 
things as aggregates, national income, full-employment, etc. Little or no atten- 
tion is given to cost-price economics of the individual firm or so-called 
atomistic competition. 

The author does not attempt to deal with all economic problems, but in 
the introductory chapter, addresses himself to “The Great Problems of the 
Age: Progress, Security, Freedom, and Peace.” The book is then divided into 
four major parts, devoted to these fields. In connection with “Roads to Eco- 
nomic Progress,” he deals with (1) population problems, (2) technological 
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progress and capital formation, and (3) problems of economic prediction and 
measurement. The population chapter shows careful study of birth and death 
rates in various countries, population movements, and the effects of population 
changes on economic problems. In the chapter on Technological Progress and 
Capital Formation, he follows the strict Keynesian line by pointing out how 
J. B. Say’s Law of Markets and laissez-faire had failed to yield full employ- 
ment in the presence of technological progress with the result that the state 
had been forced to concern itself with problems of saving and investment, 
securities regulations, and other types of government intervention. 

After observing how progress had created extreme dynamics with cycles 
of prosperity, depression and unemployment, and a maldistribution of income, 
he shows how modern man has come to concern himself with the quest for 
security. In this section we find elaborate treatment of governmental attempts 
at stabilization of prices, stabilization of employment, rights of o: ganized 
labor, justice in distribution, social security, home ownership, and investments. 

Recognizing that government intervention in behalf of security automati- 
cally results in limitation of liberty and freedom, he then inserts a section on 
the “Balance of Freedom and Order.” It is in this section that we find an 
extended treatment of free enterprise and the rdle required by government to 
make the free-enterprise system operate to the benefit of all. 

The section on Peace is relatively brief, containing two chapters, one on 
problems of international trade and the other, on problems of international 
finance. The book closes with a treatment of three special problems, (1) the 
prospects of agriculture, (2) special problems of the South, and (3) special 
problems of the West. 

Since the author champions a rather comprehensive réle by government with 
frequent references to Congressional acts, he has placed in an appendix the 
complete text of nine major Acts of Congress, among them being the Sherman 
Act, the Clayton Act, the Webb-Pomerene Act, the Miller-Tydings Act, the 
Robinson-Patman Act, and the Taft-Hartley Act. 

The book is well documented, has an excellent index, and should prove to 
be a very valuable reference work in the fields covered. It is difficult to 
evaluate its worth as a textbook. It appears to be too advanced for sopho- 
mores, where a first semester is given to Principles, followed by a second 
course on Problems. It would probably work best as an advanced course at 
the undergraduate level, dealing with contemporary economic problems. 

As indicated above, in economic philosophy, the author is quite definitely 
Keynesian. Those who still feel that micro-economics should not be neglected, 
that unregulated prices still have work to do, that functional distribution is 
still a basic part of economics, will not be attracted to this book. Upon public 
finance, he adheres pretty definitely to the “new philosophy of public debt” 
which is largely burdenless since “We owe it to ourselves.” 

In political philosophy, the author is quite definitely of the New Deal 
variety as the role of government needed for the solution of the four great 
problems analyzed is very great. 

H. L. McCracken 


Louisiana State University 
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Economics. By SHorEY Peterson. (New York: Henry Holt and Company. 
1949. Pp. 919. $4.60.) 

This book is intended for use in the general Principles of Economics course 
in the liberal arts college. As Professor Peterson points out in the preface, 
such courses, and the textbooks designed for them, attempt to serve a dual 
purpose: that of giving a fairly complete and well-rounded course for the 
large proportion of the students who are unlikely to take much further work 
in economics, and at the same time supplying the basic information and 
analytical training necessary to those students who will take substantial 
majors in the field. One of the main divisions of emphasis, as between those 
who emphasize the first or the second objectives, lies between those who 
emphasize problems (and particularly public policy problems) and introduce 
only the minimum of analysis necessary to discuss the problems meaningfully 
and those who emphasize the analytical techniques and discuss problems and 
policy as examples of applied technique. 

This reviewer has the impression that many responsible for such courses are 
not too happy about their own particular compromise on this question, and 
that few think that the compromise adopted by others or by text writers is 
right for their particular course. 

This text, in the opinion of this reviewer, leans somewhat more in the 
direction of de-emphasizing formal analysis than some of the other widely used 
texts but not with any substantial loss either in clarity in presentation of the 
essential analytical points involved in the problems discussed, or in coverage 
of the most important analytical tools and methods of general applicability. 
It should, therefore, appeal to many as a workable compromise. 

The book is well organized. It begins with two parts containing nine chap- 
ters which introduce the student to the functions performed by an economic 
system and to a description of the main features of our essentially free 
capitalistic system and of the organization of its production by firms and 
markets. The next two sections discuss the monetary system and the problem 
of variations in total employment. Part Five discusses the réle and operation 
of the price system with emphasis on firm and market behavior and the 
problems raised by the existence of monopoly power in a free system. Part Six 
discusses distribution, both descriptively and analytically, and the various 
means and attempts to modify the inequalities of income distribution. Part 
Seven takes up briefly the areas of government operations in the economy, 
international trade, and a comparison of capitalism and collectivism. 

The text, although long, is complete in itself, and shows every evidence of 
being the result of a long period of testing and trial as to the best way to 
interest the student and lead him through the difficult process of thinking logi- 
cally about economic problems. 

Some minor points in the text raised questions in the reviewer’s mind. In 
discussing ruthless depletion of our forests (p. 103), the figures given would 
show that the ultimate exhaustion will arrive in the year 12,000 A.D., or a 
very long run. It is stated, without proof, that markets are too shortsighted 
and that only government can take the long view (p. 106-7). The statement is 
made that “cost accountants can assign [joint] costs reasonably well for 
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long-run adjustments” (p. 514). This statement is clearly wrong if “reason- 
ably” is to be interpreted as “meaningfully.” A statement on page 565 implies 
that the characteristic of restriction of a firm to a market covered by its own 
physical facilities is the characteristic that is inherent in public utilities. The 
implication of over-capacity in monopolistic situations is put somewhat too 
strongly (p. 576). Large firms are said to be able to maintain higher prices in 
some markets to carry the costs of predatory price-cutting in others (p. 589). 
But why are they not already charging the most profitable prices in these 
markets even if not engaged in price-cutting elsewhere? Farm cooperatives are 
said to be exempt from anti-trust laws if they do not raise prices to unreason- 
able levels (p. 601). The discussion of rate base (p. 612) is somewhat dated 
by postwar federal decisions. Value of marginal product is identified as 
marginal value product (p. 683). This is true only under competition. Some- 
what too strong a case is made against the marginal method (p. 685). If data 
cannot be estiraated to enable its use what alternative basis of decision is 
used? One important analytical omission is the lack of discussion of the con- 
nection between long-run firm and industry costs and industry supply curves. 
These critical comments should not be weighed too heavily, however, in 
view of the general excellence and completeness of the book. 
Francis M. Boppy 


University of Minnesota 


The Economics of Illusion: A Critical Analysis of Contemporary Economic 
Theory and Policy. By L. ALBERT Haun. (New York: New York Insti- 
tute of Finance, distributor for Squier Publishing Co. 1949. Pp. viii, 273. 
$4.00.) 

This is a collection of Dr. Hahn’s essays, most of which appeared in either 
professional journals or business periodicals between 1943 and 1948. The 
title has at least a triple meaning, connoting (1) the analytical errors of the 
late Lord Keynes and his followers, (2) the money illusions and the like that 
the Keynesian analysts impute to the general public, and (3) the widespread 
illusory beliefs that all sorts of reckless policies can be followed without un- 
comfortable consequence. 

The deftness of the title is not the book’s only merit. Hahn’s thinking is 
independent and always vigorous, and his expression is comparably forthright. 
The defects of his essays are also bound up in these virtues. His independence 
of thought frequently involves him in misinterpretation of the views he criti- 
cizes and in logical inconsistencies of his own, indicating perhaps the lack of 
opportunity or inclination to benefit, in advance of publication, from the con- 
structive criticisms of fellow economists. Similarly, Hahn’s vigor of expression 
is likely to strike all but the most sympathetic of his readers as excessively 
dogmatic. His book certainly succeeds in titillating the anti-Keynesian emo- 
tions of an already convinced anti-Keynesian audience; unfortunately, it is 
not well constructed to do much more. 

In the manner of the Elderly Conservative who always wins his argument 
with the Young Radical at the outset by announcing that he too was a 
socialist in his youth, Hahn makes much of his own “pre-Keynesian Keynes- 
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ianism.” “All that is wrong and exaggerated in Keynes,” he proclaims, “I 
said much earlier and more clearly” (pp. 6-7). He supports this assertion 
by reprinting reviews by Ellis and Haberler of his earlier work; and a whole 
chapter is devoted to parallel quotations from the General Theory and Hahn’s 
own Volkswirtschaftliche Theorie des Bankkredits (1920). 

Without question, Hahn did anticipate certain separate elements of the 
later thought of Keynes. We may also feel some limited sympathy for Hahn’s 
grievance (p. 226) of having “never been able to understand why Keynes did 
not quote my work in his General Theory although there is no doubt he knew 
it, for he quotes me in the German translation of his Treatise on Money... .” 
On the other hand, it is also possible that Keynes may have regarded Hahn’s 
ideas as insufficiently similar to his own to require acknowledgement. Hahn, 
arguing that bank credit was “productive” and falling thereby into some 
elementary confusions between saving and credit creation, gave an exclusively 
monetary emphasis to his theory of unemployment. Depression was caused 
by tight money and almost as surely cured by easy money. Otherwise, how- 
ever, there was no problem of possibly insufficient effective demand except 
as a temporary aberration of the money market and business confidence. In 
the ultimate emergency, the government might have to purchase and store 
goods to maintain production, but only until private parties were ready to 
resume their buying under the beneficent operation of Say’s Law. 

It is of minor importance that Hahn failed to anticipate in any way 
Keynes’s central doctrine of the possibility of a persistent under-employment 
(or over-employment) equilibrium. The real mischief, however, is that he 
distorts the Keynesian theories to make them fit into a preconceived mold of 
his own early thought. Thus Hahn imputes to Keynes, as to himself in 1920, 
a “credit expansion theory of employment” (p. 50, n.). Again, he attributes to 
Keynes “the picture of an economy in which output and employment are so 
tightly coupled with the amount of circulating money that they can only 
expand if the latter has been inflated” (p. 229). This may have been good 
early Hahnism, but one blinks to see such a view imputed to Keynes. 

Actually, the sentence just quoted is also inconsistent with another charge 
that Hahn levels against Keynes—that (p. 164) he made an “unrealistic” 
choice of independent variables when he described interest rates as deter- 
mined by liquidity preference and a fixed quantity of money, instead of 
assuming that interest rates would be stabilized and the quantity of money 
varied accordingly. To Hahn, this is not just a minor matter of theoretical 
exposition but the fundamental reason for what he calls, in a chapter title, 
the “Anachronism of the Liquidity Preference Concept.” 

Liquidity preference is rendered obsolete, according to Hahn, by the very 
situation that Lange and others have called the “pure Keynesian” case— 
when interest rates are maintained at rock-bottom levels by a policy of ultra- 
easy money. Then, without appreciating at all that he is affirming the crux 
of the doctrine he has just dismissed, Hahn observes: “Since very low interest 
rates cannot be reduced further, the stabilizing effect of interest rate reduction 
in a depression is destroyed. . . .” (p. 164). On the other hand, Hahn also 
subscribes to the view earlier in the same chapter that “For all practical pur- 
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poses, the classical monistic ‘pure’ theory of interest is necessary and also 
adequate to explain interest rates in a modern economy” (p. 149). 

The dubious quality of Hahn’s own thought on certain fundamental ques- 
tions appear even more clearly in the essay “Is Saving a Virtue or a Sin?” 
Here he argues that “saving does not reduce ‘effective demand’ ” (p. 92). This 
follows because saving means only postponed consumption (pp. 97-98). “The 
effect of saving on the spending schedule is therefore that the whole schedule 
is postponed for one year.” Hence, since “savings mean delay in—not absence 
of—spending . . . saving cannot really hinder production and employment.” 
Furthermore, “The incentive to invest in machines is the necessary correlative 
to delayed consumption.” In this manner “saving creates its own investment 
opportunities” (p. 99). 

While there are many more such instances of analytical gibberish, it would 
be unfair to leave the impression that Hahn’s discussion is entirely at that 
level. Actually, there are many occasions when his invocations of the old- 
fashioned virtues are apt and effective. When he is denouncing fiscal ir- 
responsibility in the midst of inflation, or the failure to appreciate the con- 
nection between balance-of-payments problems and domestic prices, or the 
cruder versions of purchasing-power arguments for higher wages, he deservedly 
commands our respectful attention. It is unfortunate, however, that his con- 
tributions stop short of promoting any deeper professional understanding of 
the really controversial issues. 

Rosert L, BisHoP 


Massachusetts Institute of Technology 


Wandering Scholar. By M. J. Bonn. (London: Cohen and West, Ltd. 1949. 
Pp. 403. 18 s.) 

Probably for very good and thrifty reasons, autobiographical literature by 
notable men in the field of political economy is not a frequent occurrence. 
When it does occur, economists should welcome the event as an opportunity 
to discover the man in relation to his times, the vicissitudes of fortune that 
influenced his life and how he evolved from it a philosophy of the world and 
of men. This, in general, is the broad scheme of experience and social intelli- 
gence that the author relates. It approximates, in essence, what a biography 
about oneself should be. Again, what is equally important and as noteworthy 
for the reader is the consummate literary skill and craftsmanship with which 
Dr. Bonn has handled the accounts of his life. There is nothing of the dry-as- 
dust and dismally-bookfed perpetration of prolixity in this book. Dr. Bonn 
was never of that kind and he is not so now. Truth, he maintains, is not 
co-extensive with bulk and padding benefits no one except the paper manu- 
facturer. What Dr. Bonn has to say is said incisively. All is alive with zest, 
with jeu d’esprit and flashing wit, with humor and sparkle and poetry, and 
with dynamic exposition and trenchant commentary and analysis. The book 
is a joy and a good many chapters will be re-read if for no other reason than 
the poetic fancy of a vivid imagination. 

Among our contemporaries there are relatively few who have shared so 
intimately and who have been in the midst of such colorful academic and 
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interesting and venturesome workadays of practical economic and political 
affairs as it has been the fortune or misfortune of Dr. Bonn. He lived to tell 
the tale about his teachers during an age when “a few spectacular examples 
of unmitigated professorial melagomania were still alive.” At Heidelberg he 
“fell into the hands of Karl Knies.” At Munich he studied under Lujo Bren- 
tano, “perhaps the greatest academic teacher that an age of great teachers 
produced,” who sent him to Karl Menger at Vienna, whose lectures, says 
Dr. Bonn, foreshadowed the American textbook. 

Next, we find Dr. Bonn in England and Ireland, at work on English Coloni- 
zation in Ireland and Modern Ireland and the Agrarian Problem. The chapter 
on Ireland and Sir Horace Plunkett is a gem and a red-letter day. There fol- 
lows an Italian Interlude and thence a year’s sojourn in British South Africa 
and German South West Africa. The Privatdozent of the University of Munich 
was investigating conditions in colonial empires at first hand. An international 
personality was on its way. At Munich, as head of the College of Commerce, 
he gives us a first-hand account of the Wittelsbach. In 1914, he is visiting 
professor at the University of California; and subsequently at the University 
of Wisconsin and at Cornell. He tells about his work with the German em- 
bassy in Washington, the homecoming to see kings depart—the German 
revolution. 

In the chapters on Versailles, which Dr. Bonn attended as a delegate, on 
The Tribulations of an Expert, and on The Great Inflation, we have source 
materials which no historian can afford to neglect and which the economist 
and student of civilization will find unusually informative and rich in pene- 
trating insight and interpretation of human character and social and political 
institutions. Here are a great many sketches of the more and lesser important 
men in review and a gallery of portraits that are now in the closet. From the 
vantage point of the Rector Magnificus of the College of Commerce in Berlin 
Dr. Bonn describes and analyzes the decline of a civilization. His exodus, 
first to Austria, then to England and the London School of Economics, and 
thence, in 1939, to the United States and Canada and six years of visiting 
professorships in many colleges and universities, completes a knowledge of 
himself and of his age. 

Not unlike others who have appeared on the witness stand of their own 
free will, the Wanderer and Scholar has his likes and dislikes and his faults 
and foibles. But these are minor. They are interesting, too, for no cycle of 
life takes its course without the transmutation of passing fancies into realities. 
Foremost, however, it is the unhampered historian who is speaking—never 
willing to propitiate the terms of his social contract—which makes this 
autobiography such an important book and a document. 

Erwin GRAUE 

University of Idaho 
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Capitalism and French Glassmaking, 1640-1789. By WarRREN C. SCOVILLE. 
(Berkeley and Los Angeles: University of California Press. 1950. Pp. xi, 
210. $2.50.) 


The slow development of industrial arts and of the capitalistic organization 
of industry as preliminaries to the so-called industrial revolution have long 
attracted the attention of economic historians. To this literature as it pertains 
to France have been added since World War II such excellent studies as 
Bertrand Gille, Les Origines de la Grande Industrie Métallurgique en France 
(1947) and André Rémond, John Holker (1946), and now the book by Pro- 
fessor Scoville—a monograph heralded by a number of review articles. 

- The present study is not only interesting for the information which it con- 
tains, but also because it reflects a definite trend in the field of economic 
history in the United States—the description and analysis of basic economic 
issues rather than the mere accumulation of random data or the treatment of 
the economic background of some political problem. Thus, the author deals 
with the growth of the glass industry against a background of general economic 
expansion, market demand, technological change, investments, locational 
problems, and labor supply. Throughout he exhibits a mastery of his material. 
On one point only did the present reviewer desire more information and that 
was the economic importance of glass in allowing natural light into interiors, 
thus making them more usable as workshops in the cold months when windows 
had to be kept shut. 

SHEPARD B, CLouGH 
Columbia University 


Freedom and Planning in Australia. By A. CAMPBELL GARNETT. (Madison: 
University of Wisconsin Press. 1949, Pp. x, 331, $4.00.) 

This book is an interpretation of Australian democracy from the vantage 
point of a scholar who has lived half of his adult life in his native Australia 
and half in his adopted America. He writes primarily for American readers but 
has, as he says, “occasionally injected a word to the Australians themselves.” 
On the contrasts in education, for example, he has arresting words for both. 

Professor Garnett’s training is in philosophy, not in economics. He is as 
much concerned with social and political as with economic questions and 
writes of them all with notable clarity. Economists, and perhaps other special- 
ists, will feel that he is guilty of journalistic over-simplification on some of 
their particular problems. They will also note occasional lapses in informa- 
tion. His American colleagues should have kept him from identifying indenture 
with slavery or from saying that the United States suffered no major depres- 
sions before 1929. But economists will have much to learn from the breadth 
of the setting within which the author places economic and political issues. 
Note, for example, his use of the familiar song, “Waltzing Matilda,” to illus- 
trate the bitterness of land-hunger in the country of the large man’s frontier 
and of the modern “Ballade of a Convict’s Daughter” as the symbol of a 
“mature patriotism.” 


ay 
ay) 
| 
} 
- 
- - ® 


446 THE AMERICAN ECONOMIC REVIEW 


The author is at his best in analyzing processes of institutional change. He 
writes realistically of the effect of the arbitration system in modifying and 
softening the class struggle, and of the factors which led Australian govern- 
ments—pro-labor and anti-labor as well as labor—to extend the area of state 
action. The government railroads are a case in point. Private enterprise could 
not build the roads “without Governmeni aid on a scale which’”—according 
to nineteenth century Australian opinion—‘ought not to be conceded.” Stu- 
dents of American development should find the argument suggestive. Perhaps 
one reason why we arrived at a different policy is that our railroad enthusiasts 
were less modest in their idea of the amount of aid which governments might 
properly give to private companies. 

Economists will be particularly interested in the contrast drawn between 
“The Battle against the Depression” of the nineteen-thirties and “Employ- 
ment Policy” as accepted in present-day Australian thinking. What was re- 
markable about the measures of the ’thirties was that they represented a con- 
certed policy agreed upon by the country’s economists and adopted as their 
own by the country’s premiers. Since that time faith in the “brains trust” has 
not diminished. “There are,”’ says Professor Garnett, “few countries, if any, 
where the economists in the universities and in places of importance in the 
civil service are listened to with so much respect by the ministers responsible 
for shaping policy.” But the substance of their advice would now be very dif- 
ferent. In retrospect, the measures adopted during the great depression appear 
“in the main, orthodox and deflationary.” Today’s remedies would be based 
on positive action to maintain the level of total demand. Keynes has con- 
verted the economists—so the author sees it—and the economists have con- 
vinced the country. 

Representatives of the Liberal, Country and Labor parties contribute final 
chapters on their respective programs, but the real conclusion of the book lies 
in the chapter on “Underlying Concepts and Attitudes” in which the author 
emphasizes the area of agreement and common purpose among the three. “No 
really radical proposal ever appeals to the Australian electors.” The country 
is committed to social security, full employment and—in a phrase used very 
broadly and without close analysis—“to a planned economy.” It is no less 
strongly committed “to the maintenance of democratic freedoms.” In Professor 
Garnett’s interpretation of Australian development, “a handful of people 
struggling to make use of a vast and difficult country” have found the demo- 
cratic state a powerful instrument of cooperative action. “They have used the 
activity of the state to open safe channels for the activity of the individual.” 

CaRTER GOODRICH 


Columbia University 


Statistics and Econometrics 


Economic Fluctuations in the United States, 1921-1941. By LAWRENCE R. 
Kern. Cowles Commission for Research in Economics, Monog. No. 11. 
(New York: Wiley. London: Chapman & Hall. 1950. Pp. xi, 174. $4.00.) 


More than a decade has elapsed since Jan Tinbergen published his two 
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volumes on the Statistical Testing of Business Cycle Theories. It is impossible 
to estimate to what extent Keynes’ acid appraisal of the first volume (Eco- 
nomic Journal, Sept. 1939) prejudiced the authority of Tinbergen’s work 
among economists, but it is clear that the work had little influence in the 
United States and that to Keynes himself is due the upsurge of econometric 
model-building in this country after the late war. The author of the book 
under review, however, acknowledges a debt to both sources. “This book,” 
he says, “is written in the spirit of Tinbergen’s investigations and is intended 
as an improvement and extension of his results. As a consequence of the 
extensive theoretical discussions since 1936, when Keynes published his Gen- 
eral Theory, it has become possible to formulate more sharply the structure 
of the economic system and thereby to gain added simplicity and accuracy not 
available to Tinbergen at the time of his work.” To the advancement of Tin- 
bergen’s program Dr. Klein brings a capacity for econometric work in the 
best and most comprehensive sense of that term. Here is no separation be- 
tween economist and statistician: it is the work of an economist of demon- 
strated theoretical capacity and empirical knowledge, and of a statistician who 
knows his way about in the contemporary literature. The result is a much 
more coherent study than Tinbergen gave us, and economists in particular 
will feel safer in Dr. Klein’s hands. 

The book is divided into a theoretical and an applied part. In the first 
Klein sketches the statistical methodology he will employ and undertakes a 
full exposition of the passage from dynamic theories of the firm and household, 
and their market interactions, to aggregative economic models capable of 
statistical approximation. The main feature of the statistical methodology is 
“the estimation of parameters from systems of equations that have as many 
relationships as endogenous variables”—methods chiefly developed at the 
Cowles Commission for Research in Economics. The economic analysis is a 
more personal undertaking and is set out more fully. Most of what is new is 
contained in a mathematical formulation of theories of the firm. Two theories 
are developed, one in which the entrepreneur is a profit-maximizer, the second 
in which he seeks an optimum position between profit-making and asset- 
holding, measured against a utility scale which washes out in the solution for 
the optimum. It is chiefly the first theory, however, which forms the basis of 
the aggregative models, Similarly, Klein considers two theories of the house- 
hold, one in which the household maximizes the utility of consumption over 
time; the other in which utility is treated as dependent on consumption and 
asset-holding, the latter being a formulation already presented by the author 
in The Keynesian Revolution. Finally, market interactions of firms and house- 
holds are analyzed both in the competitive sense of price adjustments to rem- 
edy unwanted inventory positions, and in the quasi-monopolistic sense of 
output adjustments to the same end. 

Brief as this sketch is, it is clear that Klein addresses himself squarely to 
the important task of bridging the gap between the neoclassical theory of 
economic units and Keynesian-type theories of total economies. No one before 
him has carried the task so far or said so much that is onginal and illumi- 
nating. Yet it must not be supposed that the job can be done with the finality 
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of a mathematical proof. A good deal of mathematics is involved in the 
attempt (though it should be added that anyone who has worked through 
R. G. D. Allen’s Mathematical Analysis for Economists can follow most of 
the demonstration with ease, while a good deal less sophistication is adequate 
to stick with the main argument), but the final passage to aggregative models 
involves a wrench for which Klein finds sources of strength not always appar- 
ent to the reader. This defect may be unavoidable; to emerge with aggregative | 
models of a suitably elementary sort, Klein must at some stage make state- 
ments about facts rather than about the implications of neoclassical premises, 
and his evidence is not always as decisive as one could wish. However, the 
problem is given a mathematical formulation by appealing to a theorem of 
S. S. Wilks establishing general, and supposedly common, conditions under 
which linear forms are insensitive to variations in weights. All this is set out 
by the author with great care and good faith, and it is a service to the 
uninitiated to show clearly just what is left undone after mathematics has 
worked its wonders. 

Part II of Dr. Klein’s study received a preview in the April 1947 issue of 
Econometrica; but the exposition has been extensively reworked and the 
discussion of a three-equation model (three endogenous variables) has been 
added. The new model investigates the separate influence of wages and profits 
on consumption and treats the volume of investment as dependent on the 
level and rate of change of profits. A second (single-equation) model treats 
investment as exogenous and the stock of cash balances as a factor in con- 
sumers’ behavior. The third model is the twelve-equation construction pre- 
viously published. Its chief features are (1) the treatment of investment de- 
mand as endogenous, distinguishing (a) inventories, (b) plant and equip- 
ment, (c) owner-occupied housing, and (d) rental housing; (2) provision of 
accelerators for inventory investment and investment in plant and equipment; 
(3) separate treatment of the demands for active and idle (speculative) cash 
balances; (4) explicit determination of the level of rents, interest, and prices. 
Much else of interest appears in this Part: an intelligible discussion of 
“identification” in the several models, evaluation of various (static) multi- 
pliers, and a discussion of the “stability” properties of the three-equation 
model. Rough checks are also made in justification of the omission of liquid 
assets as a direct determinant of investment and in rebuttal of the alleged 
defects of annual data. The book is rounded out by a chapter on the adequacy 
of available data and an Appendix lisiting the time series utilized, identifying 
sources, and detailing the operations necessary to adapt existing series to 
econometric needs. 

Time has not dealt kindly with Dr. Klein’s models considered as forecasting 
machines. There are good reasons why this should be so, and the author has 
acknowledged them by abandoning the dubious apparatus of forecasting zones 
which marred the earlier article. He claims only to have explained a segment 
of United States economic history, 1921-1941, and is uncertain how much of 
this history is relevant to the future. But economists and statisticians alike 
will find light in this book on a vast array of important questions: What are 
reasonable values of the various Keynesian coefficients for the United States? 
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What specialization of general Keynesian liquidity-prefererce theory is justi- 
fied by experience? Do asset holdings influence consumption? or investment? 
What practical, quantitative differences are associated with alternative sta- 
tistical methods—classical least squares, limited information reduced forms, 
maximum likelihood? If one concludes that these questions are not answered 
with finality, the fact is in large part a tribute to the candor and ability with 


which Dr. Klein assembles his argument. 
Hastay 


National Bureau of Economic Research 


Human Behavior and the Principle of Least Effort. By GzorckE KINGSLEY 
Zipr. (Cambridge, Mass.: Addison-Wesley Press. 1949. Pp. xi, 573. 
$6.00.) 

A good many social scientists, like myself, have probably found an eerie 
fascination in the apparent empirical fact, for which there seems to be no 
verv good reason, that in any fairly homogeneous and integrated area the 
population of the n™ city or community is roughly 1/n times the population 
of the largest community. Thus Chicago is about half the size of New York, 
Philadelphia about a third, Detroit a fourth, and so on down to the 10,000th 
city. This fascination will be increased considerably by a perusal of Professor 
Zipf’s “Human Behavior,” which is not about human behavior at all, but is 
an extraordinary compendium of empirical relationships governing what 
might be called “organized” frequency distributions. The harmonic law 
mentioned above—that when the frequencies of an organized frequency 
distribution are ranked they form a harmonic series—might well be christened 
“Zipf’s Law.” He discovers it first in language (Zipf himself is a linguist), and 
finds the harmonic law applying to word frequencies in languages as diverse 
as Chinese, Greek, Gothic, English, and Nootka Indian. He finds it in samples 
of language as various as the /liad, James Joyce’s Ulysses, the Chicago Tribune 
and the prattling of children. In all these cases if the rank of a word in the 
order of frequency of use is plotted against the frequency on double-logarith- 
mic paper the result is approximately a 45° straight line: if F, is the frequency 
of the n™ rank, then nF, = C, or Log F, = Log C — Log n. What is even 
more startling, he finds substantial deviations from this harmonic law in the 
speech or writings of schizophrenics. The same law pops up, as we have 
noticed, in population distributions, and here also he suggests that deviations 
from the law may be significant: thus there was a sharp break in the 
population-of-cities series for the United States just before the Civil War, 
which gradually disappeared after it. It is even more surprising to find 
examples of the same law, or close relatives of it, in such things as the 
distribution of intervals in Mozart’s bassoon concerto, the distribution of news 
items in a newspaper, the distribution of distances between the homes of 
marrying couples, the distribution of incomes (except at the lower end) the 
distribution of assets, the distribution of publications of chemists, and the 
distribution of items on concert programs. 

The mass of empirical evidence is impressive enough to be disturbing with- 
out being impressive enough to be convincing. At no point are there any 
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rigorous theoretical demonstrations, though there are many suggestive and 
illuminating analogies. In order to explain the harmonic law he introduces two 
rather vague forces—the “force of unification” which would lead to the 
concentration of the whole population into a single category, and the “force 
of diversification” which would lead to a uniform distribution. In some way 
the tension between these two forces is supposed to lead to the harmonic law. 
The guiding principle which governs these distributions is said to be the 
“principle of least effort,” or of least probable work. At no point, however, is 
the harmonic law derived by any process of minimizing the “effort” variable 
expressed as a function of the distributional patterns. Indeed, as every econo- 
mist knows, a principle of maximization or minimization in itself cannot 
lead to any law of distribution, unless this law is already implicit in the 
transformation functions relating “effort” to product, and we still have to 
explain why the law is thus implicit. 

It is a situation of profound discomfort for any science to be presented 
with empirical laws which do not follow from its theoretical models. If the 
empirical evidence presented by Zipf is to be taken seriously, social science 
today is somewhat in the position of astronomy between Kepler and Newton, 
when the empirical laws of the motions of the planets had been roughed out 
but the derivation of these empirical laws from the single principle of 
gravitational attraction had not yet been performed. Indeed, the comparison 
between Zipf and Kepler is not altogether inapt—there is the same inordinate 
capacity for taking pains, the same Pythagorean obsession with the mysteries 
of number, and the same inability to formulate rigorous theoretical models and 
the consequent retreat into analogy. It may be, of course, that the empirical 
evidence presented is so biased as to lack real significance. It is notoriously 
easy to go astray on double-logarithmic paper! There are no adequate tests of 
statistical significance of his empirical functions. There is no evidence that 
the relationships presented are a random sample of the universe of such re- 
lationships. And we all know that it is fatally easy to find what we are looking 
for and to neglect evidence that contradicts our predispositions. Nevertheless, 
there is enough evidence here to be disturbing. Most of our statistical theory 
is based on the concept of a law of random distributions. If there are in 
fact laws of organized distributions, the possibility of a whole new science 
opens up, and substantial revisions of present theory may be in order. His 
fellow-academicians are unlikely to take Zipf seriously in view of his “dis- 
reputable” enthusiasm and the occasional absurdities in his work. It would be 
a pity, however, if because of this the problem which he raises were neglected. 

K. E. BouLpInc 

University of Michigan 


Introduction to the Theory of Statistics. By ALEXANDER M. Moon. (New 
York: McGraw-Hill. 1950. Pp. xiv, 433.) 

To many economists, statistics is just the organized collection of certain 
kinds of economic data, a branch of the broac domain of economics not unlike 
accounting. Very little genuine theory has been formulated for such activities 
though there are good beginnings in the report of the Committee on Govern- 
ment Statistics and Information Services (Social Science Research Council, 
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1937), The Statistical Agencies of the Federal Government, by Frederick C. 
Mills and Clarence D. Long (National Bureau of Economic Research, 1949), 
On the Accuracy of Economic Observations, by Oskar Morgenstern (Princeton 
University Press, 1950) and numerous articles in the journals. Excellent work 
on special subjects appears in various research reports but no comprehensive 
theoretical synthesis has yet been produced. Here there is a great need for 
systematic work closely coupled with the research programs of governmental 
and private statistical agencies and with the theory of equivalent processes of 
observation and measurement in other branches of applied science. In this 
systematic theory, one of the central theoretical subsystems will be drawn 
from mathematical statistics. Other subsystems will be derived from psy- 
chology, sociology, economics, politics, engineering, logic, and law. 

The development of mathematical statistics has been especially rapid 
during the past three decades. It has gone far beyond the stages that are 
represented in the textbooks from which most economists and other social 
scientists learned their statistics. The book under review is not only a good 
text for students who can handle a little calculus and read a closely reasoned 
argument, but is also valuable to economists who want to come to close grips 
with the theory of statistics as an application of probability to sampling, 
testing hypotheses, designing experiments, and preparing estimates. It has been 
tested by several teachers before publication and has already a very favorable 
reputation as a text. It belongs to a new generation of books, published since 
the war, that provide an ample introduction to the statistical variety of 
inductive inference and empirical research. 

The weaknesses that are exhibited by this book do not appear to be serious, 
considering the level ‘of mathematical sophistication it assumes of its readers. 
There are many new developments that might have been described briefly, 
yet the author must stop somewhere if the book is to be of reasonable size. For 
example, the concepts of loss functions and decision functions would be of 
special interest to economists since they illustrate the way in which mathe- 
matical statistics is incorporating economic components in its basic theory. 
The introduction of probability in terms of equally likely events is a bit 
disappointing. The concepts of drawing at random and random variable are 
not explained clearly enough to avoid confusion of some readers (pp. 9, 46, 
127). Also, on page 245, the reader may be puzzled for a moment when he 
attempts to answer the question of which mean is larger by either accepting 
or rejecting the null hypothesis that they are equal. Offsetting such weaknesses 
as these are interesting and helpful explanations of many points, such as 
page 65 on continuous variates and page 157 on maximum likelihood. 

The extent to which recent developments have been included may be 
judged from the introduction of a section on components of variance, and 
chapters on sequential tests of hypotheses and distribution-free methods. In 
the present stage of mathematical statistics no one can say that Mood has 
produced the optimum book of its kind but he has done very well in his 
selection and treatment of the principal topics. Social scientists might ask 
for exercises more to their liking but otherwise they will find the book very 
useful. 

FREDERICK F, STEPHAN 

Princeton University 
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Economic Systems; Planning and Reform; Cooperation 


Making Capitalism Work. By DExTER MERRIAM KEEZER AND ASSOCIATES. 
(New York: McGraw-Hill. 1950. Pp. ix, 316. $3.50.) 

This book is a joint study by Dr. Keezer and four members of his staff 
in the Economics Department of the McGraw-Hill Publishing Company. Al- 
though not representing an official expression of the company’s views, it is 
the outgrowth of the work done by that department in servicing the various 
McGraw-Hill trade publications and operating units. It appeared shortly be- 
fore the outbreak of hostilities in Korea, The authors are preparing a supple- 
ment based on post-Korea developments, which will be available on request 
by the time this review appears in print. 

Presented as “a program for preserving freedom and stabilizing prosperity,” 
the book ranges over all major fields of economic policy. Its chief emphasis, 
however, falls on three problems that the authors regard as crucial for the 
future of American capitalism. These lie in the areas of taxation, incentives 
and opportunities, and economic education. All three problem areas are seen 
as interrelated, but the need for action is regarded as most pressing in the 
fiscal area. 

The first premise of the argument here is that American capitalism can- 
not bear any substantial further increase in the share of output used by 
government. From this the authors conclude (1) that public expenditures 
must be kept from increasing any faster than national output; (2) that 
every effort must be made to accelerate the growth of output; and (3) that 
the tax system should be overhauled so as to make it less burdensome to 
enterprise. The last two of these objectives are met by the now familiar 
combination program of lower tax rates on corporations and upper-bracket 
individuals, credit for corporate income distributed as dividends, more liberal 
depreciation allowances, and more liberal carryovers. These changes would 
provide incentives and venture capital for larger investment and thus ac- 
celerate the growth of productivity. Some of the loss in revenue from the 
above tax concessions would be made up by tightening the estate, inheritance, 
and gift taxes. 

It is evident that the case here rests largely on two propositions: (1) that 
the importance of the government sector of the economy (as of early 1950) 
is a threat to capitalism; and (2) that tax reduction is necessary in order 
to stimulate a more adequate flow of private investment. 

On the former point the book is alarmingly positive. We are told that 
“Government spending now (pre-Korea) is straining the nation’s resources” 
(p. 279), and that an added 10 billion dollars of military expenditure, for 
example, would “wreck” the economy (p. 286). No qualifications to these 
statements are admitted, short of war. No real substantiation is offered. If 
the conclusion is accepted, capitalism in America has already been dealt its 
deathblow by the post-Korea federal budget. 

The urgent necessity for tax reduction as a stimulus to private investment, 
and thereby to more rapid increase of output, is really the central theme of the 
book, In the index, references to taxes get almost twice as much space as any 
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other topic. The issue is discussed at length in the two longest and most 
important chapters, entitled “Give Us The Tools” and “On General Economic 
Stabilization.” 

The conclusion is, briefly, that we need to keep plant and equipment invest- 
ment up to at least its postwar share of the national product, and that to do 
this we must immediately lower the tax burden on corporations and wealthy 
individuals. The supporting argument can be legitimately criticized only by 
disregarding events subsequent to publication, which throw a quite different 
light on the whole problem. 

A basic requisite for saving U.S. capitalism, according to the authors, is to 
continue to devote at least as large a proportion of national output to private 
investment in plant and equipment as in the height of the postwar boom. 
That level is characterized as “‘not out of line with past periods of prosperity,” 
and several charts are offered in evidence. 

Trend charts by Terborgh and Livingston are presented, showing outlays 
for producers’ durable equipment over the period 1869-1949. On Terborgh’s 
chart (p. 20), only two previous peaks in 80 years were (percentagewise) as 
far above the “normal” trend as 1948; on Livingston’s chart (p. 23), only 
one. There is also a chart by Louis Bean (p. 22), the import of which seems 
to be that, since there were 3 million unemployed in 1948, capital expenditures 
were not too high. Finally, there is a chart (p. 18) which will, I suspect, be 
primarily useful to teachers of elementary statistics as an example of the pit- 
falls involved in choice of scales. 

More fundamentally, the authors do not really face up to the crucial 
problem of investment projection for sustained full employment: whether a 
degree of emphasis on investment that has been attained only occasionally in 
past history is the right standard for continuous performance in what we hope 
may be a more stable economy. 

At times it is not entirely clear that the authors really have such an ob- 
jective in mind. In some of the discussion, it appears that the idea is merely to 
spin out the postwar boom a few more years—though nowhere, to be sure, 
is the problem of an eventual adjustment to a lower ratio of investment to 
output discussed. Thus, it is stated that even the 1949 rate of plant and 
equipment investment (considerably lower than 1948) is sufficiently super- 
normal to liquidate in 14 years an “accumulated deficiency” of more than 
80 billion dollars. That is, the 1949 rate is regarded as about 6 billion dollars 
above normal (p. 23). 

This “accumulated deficiency” is, as the authors recognize, rather shadowy. 
It is simply a net total of all differences between private investment and its 
trend since 1929. To the extent that the huge “accumulated deficit” is sta- 
tistical fiction, the “supernormal” 1949 rate of investment becomes a still 
more dubious objective from the stability standpoint, since it would liquidate 
the backlog not in 14 years but in a shorter time. Moreover, is it not 
arbitrary to say that the supernormal investment of each boom represents 
exclusively the making up of a deficit accumulated since the previous boom? 
Would it not be just as logical, and fit the figures just as well, to regard the 
subnormality of investment of depression periods as a necessary making-up for 
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the excesses, or anticipation, of investment during the previous boom? Neither 
of these concepts helps us much; nor is it helpful to state, as the authors do, 
that many of our coke ovens, machine tools, looms, and other capital goods 
are old and relatively inefficient. We are not told how their present state of 
obsolescence compares with that of any past period; and surely in a tech- 
nologically progressive economy most of the existing stock of machines at any 
time must be less efficient than the latest models. 

The above criticism is essentially methodological, since the policy implica- 
tions are already partially obsolete, or at least untimely. It is directed at flaws 
in the authors’ arguments rather than at their final more cautious conclusion 
that business investment, “for the next few years at least,” should not be 
“drastically” reduced below its 1949 proportion of total national cutput. It is 
doubtful that many would have taken serious issue with that statement, even 
when the book was written. The authors’ challenge appears to be directed at 
the views of unspecified “New Dealers” and “purchasing-power theorists” 
expressed in the 1930’s, or perhaps at the presumed 1950 views of the same 
people. To these mysterious opponents is ascribed the view that “expendi- 
tures by ultimate consumers, as opposed to capital expenditures, are the only 
support of prosperity” (p. 14). 

The authors’ apparent desire to stimulate investment further, by immediate 
enactment of a whole series of tax stimuli, is somewhat at variance with their 
advocacy of a ‘igorously flexible countercyclical stabilization policy in a 
later chapter. If the aim is to smooth out the business cycle, the time for 
greater indycements to investment is when investment is below normal and 
falling, not when it is above normal and rising, as in 1950. 

The authors feel that the major problem in meeting the objective will 
be in finding the necessary funds: “As matters stand, the country is con- 
fronted by a crisis in the financing of an adequate flow of investment by 
business—a crisis the full impact of which might be deferred for a few years, 
but which also presents the possibility of descending with unexpected sudden- 
ness” (p. 37). 

The authors’ supporting argument here too evokes some question. It is 
based on the assumption that “with normal prosperity” profits after taxes 
will be more than 10 per cent below the 1949 level and that a smaller propor- 
tion of these reduced profits will be retained for reinvestment. With plant 
and equipment outlays rising from the 1949 level in proportion to the growth 
of gross national product, the authors’ conclusion is that corporations will 
soon need to raise 4 to 6 billion dollars annually through the stock market. 
In so far as it is possible to check the calculations involved, which are not 
stated in full, it appears that this sum is virtually the whole of the prospective 
external financial needs of corporations. This is confirmed by the authors’ 
statement that business is now so far in debt that it should raise all but “a 
minor part” of the needed new funds in equity form. The conclusion is that 
corporations will not be able to sell 4 to 6 million dollars’ worth of new stock 
annually, because of “public indifference and the weight of taxation”; and 
therefore that tax concessions are urgently needed to close this financial gap. 
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This argument makes no explicit allowance for any improvement in 
salability of stocks resulting from the recommended encouragement of insti- 
tutional investment in business equities. A more important point to note, 
however, is that the assumed fall in business earnings is just an assumption. 
If earnings after taxes should really decline to the postulated level (which 
is nearly 30 per cent below that of the first half of 1950), would business still 
seek funds to invest in plant and equipment at the 1949 rate or better? If not, 
the estimated shortage of equity funds is at least partly fictitious. Or on the 
other hand, if the authors have been overly pessimistic in estimating profits, 
the internal supply of equity funds will be greater than they assume. A 
quite moderate change in the profit assumption could in fact completely 
eliminate their estimated shortage of equity funds. 

Finally, it is easily possible to disagree with the authors’ view that busi- 
ness should stop borrowing. If, for example, corporations are willing to main- 
tain the early-1950 ratio of equity to assets, this policy would (under the 
authors’ assumption) permit further borrowing on a scale nearly sufficient to 
take care of the entire need for external funds as estimated by the authors. In 
other words, the alleged need for a drastic step-up in stock flotations assumes 
that it is urgently necessary to reduce the debt/equity ratio. 

This crude ratio has well-known shortcomings as a measure of the burden 
or risk of debt under present circumstances. Past price rises and accelerated 
depreciation have operated to overstate the ratio in comparison with prewar 
years, and no account is taken of the fall in interest rates. With a reasonable 
allowance for the price-change and interest-rate factors, in fact, it could be 
argued that the burden of corporate debt interest changes in 1949 was 
markedly less than in 1929 or 1939. This raises some doubt as to whether 
it is really so urgently necessary to stop business borrowing and cut back the 
debt/equity ratio. 

The question of business borrowing has another aspect, not quantitatively 
analyzed in the book. A large part of total savings in our economy will con- 
tinue to seek fixed-return investment. Even with such changes in personal tax 
rates, insurance investment laws, and the attitudes of investors as our authors 
advocate, it might well be that the supply of such savings would exceed the 
needs or demand of nonbusiness borrowers. Some continued expansion of busi- 
ness debt would then be needed to absorb a full-employment level of savings. 

The foregoing criticism is not intended to disparage the authors’ case for 
desirable permanent reform in our business tax system, nor for the use of 
the suggested tax incentives to support private investment at appropriate 
times. It is intended to indicate, without taking unfair advantage of hind- 
sight, that the authors did not make a conclusive case in respect to invest- 
ment objectives and the timing of stimulative fiscal measures. 

Much of what the book has to say about ways to sharpen incentives is 
covered by the recommendations for easier taxes on businesses and upper- 
bracket persona! incomes. In addition, however, the authors urge the necessity 
of reinvigorating competition by more government anti-trust activity; break- 
ing down the union-sponsored tendency toward equalization of wages; and 
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tightening inheritance taxes while at the same time protecting the survival 
of small unincorporated businesses in the event of the proprietor’s death. 
I: is refreshing to find an explicit acceptance of the trend toward greater public 
responsibility for individual economic security and health, and an explicit even 
though somewhat tentative rejection of the oft-heard suggestion that the best 
way to stimulate productivity is by having more unemployment. 

One chapter is devoted to a well-balanced discussion of “competition, the 
lifeblood of capitalism.” In addition to the orthodox exposition of the virtues 
of the competitive market process in allocating resources, the authors develop 
a number of useful ideas of more recent currency. They point out, for example, 
that depressions pose a major threat to the effective working of competition, 
by motivating protective and restrictive behavior; that effective competition 
depends essentially on the policies of the competitors rather than their num- 
ber or size; and that monopolistic power in the labor market can have conse- 
quences just as serious as in the markets for goods. 

The inescapable theme of business tax reduction comes up in this chapter 
too. The authors attempt to prove that tax credits on dividends, liberaliza- 
tion of loss carryovers, and larger depreciation allowances would be a power- 
ful restorative to competition by aiding new firms to get started and grow. 
Although it is hard to differ with the proposition that lower taxation of business 
in general encourages competition, there is surely some doubt whether these 
specific tax changes would help new and small businesses as much as their 
larger and better-established competitors. 

If our business tax system has increasingly penalized growth as such, as 
the authors assert, we might expect to find as a result a more equal size- 
distribution of firms. Actually, the evidence presented on the relation of taxes 
to business concentration is inconclusive. One chart merely shows that in 
the past decade tax rates have risen and the average physical output per firm 
has also risen. The text states that there has been a decrease in the number 
of firms started per 1,000 nonfarm population—though the accompanying 
1900-1948 chart (p. 232) scarcely bears this out. Finally, the point is made 
that there is a declining number of firms in existence per 1,000 nonfarm popu- 
lation. It may still be asked whether this necessarily indicates anything about 
the effect of taxes. With the vast improvement that has occurred since 1900 
in transport and communication facilities, for example, one might reasonably 
expect that the average business firm could economically serve a larger 
number of customers. 

Additional chapters round out the book by analyses of international eco- 
nomic relations, social security, and resources conservation. In each there is 
a non-doctrinaire presentation of the responsibilities facing business, labor 
and other interest groups and government. 

The book as a whole is notable for its clear, persuasive and readable style. 
Even those who may object to some of the major conclusions or the quality 
of the supporting arguments will find here thoughtful and informative material 
in a variety of fields. 

Epcar M. Hoover 

Washington, D.C. 
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Political Economy. By JoHN Eaton. (New York: International Publishers. 
1949. Pp. 230. $2.50.) 

This “Textbook of Marxist Political Economy” results from two years of 
collaborative “research” by a group of Marxian economists. Responsibility for 
the present text was assumed by John Eaton, the secretary of the group. 
British labor, we are told in the Foreword by Emile Burns, is being misguided 
by “right-wing” leaders who wish “to save British capitalism at the expense 
of the workingclass and the colonial peoples.’’ These leaders, it is claimed, 
having derived their ideas from “bourgeois” economists, “evade or deny” the 
exploitation and class conflict peculiar to capitalism. Hostile to the Soviet 
Union and other countries embracing the true socialist faith, they seek to 
establish a “British type of socialism” consisting of a “mixed economy” of 
private and “state capitalism.” The work aims, therefore, to acquaint British 
workers with the essential nature of capitalism and, thus, to guide them in 
building a truly “Socialist Britain.” 

The analysis is carried forward in a straitjacket of the traditional Marx- 
ian theories. About a third of the book is used in restating Marx’s labor theory 
of value and in attempting to demonstrate, statistically, the amount of surplus 
value produced by workers in existing industries. The author thinks that 
“bourgeois” economists went astray in abandoning Smith and Ricardo’s theory 
for marginal utility. His comments on marginal utility show a grasp neither 
of the content nor of the limitations of the theory. For example, he states: 
the theory “maintains that value is determined by the utility not of al] goods 
but of the goods ‘on the margin’ which divides the goods that are sold from 
those that are left unsold.” He further contends that the theory has proved 
to be so unsatisfactory that “capitalist” economists “try to make do without 
a theory of value at all—a tacit admission that they despair of giving 
a rational explanation of exchange and distribution in modern societies” 
(p. 21). In contrast with the “unscientific” and “erroneous” procedure of 
“bourgeois” economists, Marx developed his theory “on the scientific founda- 
tion laid by the great capitalist economists . .. , Adam Smith and David 
Ricardo, for whom the labour theory of value was the keystone of economic 
science” (p. 20). Limitation of space prevents any thorough discussion of 
the differences between the labor theory as held, on the one hand, by Smith 
and Ricardo and, on the other, by Marx. It should be noted, however, that 
in Ricardo’s use, “quantity of labor” is measured by wages while in Marx’s it 
is measured by wages and profit (surplus value). Moreover, there is nothing 
in Smith and Ricardo from which Marx could have derived his views that 
labor, as distinct from labor-power, “has itself no value” and that the 
“capitalist cost” is the expenditure of capital but the actual cost is the 
“expenditure of labor.” 

As an example of the creation of surplus value in existing industries, the 
author takes the “factory selling price” of cement per ton for 1935 and 
from this substracts “total cost” (depreciation and wages). The remainder 
is a margin over cost which he labels “surplus value” appropriated by the «x- 
ploiters of labor in the form of interest, rent, and profit. We assume that these 
and other figures cited have been correctly reported and, therefore, we call 


ys" 
| 
| 
a” 
i 
! 
‘a 


458 THE AMERICAN ECONOMIC REVIEW 


attention only to the author’s economic logic. The author imagines that he can 
determine the profit conditions of an industry simply by taking “average 
price” and subtracting costs for a single year. It seems not to have occurred to 
him that the firms comprising an industry would in any case have different 
costs and that to arrive at any fairly reliable picture of an industry, the losses 
as well as the profits of the different firms would have to be considered for a 
number of years. One certainly cannot talk intelligently about the profits of 
industry without taking the losses into account. Under capitalism, society 
secures the amount of production it requires by paying people to save and by 
rewarding them according to differences in ability and talent. One alternative 
to this method is the use of force. Both methods are used in the Soviet Union. 
And, if inequality of rewards due to differences in ability, capacity, or luck in- 
volves exploitation, as it certainly does in numerous instances, then exploita- 
tion exists in the “First Socialist State” no less than in “capitalist” Britain 
and the United States. 

No Marxist critique of capitalism would be complete if it did not contain a 
reiteration of Marx’s famous theses on the “concentration of capital,” the 
trade cycle, and “imperialism.” In his discussion of these topics, the author 
faithfully adheres to the Marx-Lenin-Stalinist interpretation. He thus con- 
siders monopoly to be inevitable under capitalism but discusses the problem 
only in connection with the “tendency” of production to concentrate in large 
undertakings. No thought is given to such important sources of monopoly power 
as specialized capacities and inherited ability among human beings. These 
sources of monopoly are protected in the Soviet Union by patent and copy- 
right laws just as they are protected by similar laws in capitalist countries. As 
to imperialism, it is simply monopoly-finance capitalism in its dying phases. 
This ought to be taken to mean tnat imperialism while on the decline among 
Western powers is being given a new lease on life by socialist expansion in 
Eastern Europe and Asia. Time and space should not be wasted in giving 
serious attention to the author’s belief that present proposals of the West 
to raise living standards in backward areas are simply designed to enable “the 
wage-slave . . . to produce more profit.”” One simply does or does not believe 
ia predestination and original sin. 

The work is just another example of Marxist “scientific method” as laid 
down by that eminent scientist, Friederich Engels. The author explains that 
this method is: (1) “materialistic and objective” which means following the 
method of the natural and physical scientist and “conceiving nature just as 
it exists, without any foreign admixture” (as, for example, when we see 
Space and Time?); (2) experimental because the findings are tested by 
practical actions (for example, when the workers prove Marx’s theories by 
class struggle activities); and, (3) dialectical, not in any Platonist or Socratic 
sense of a mode of formal discourse, but as a means of revealing the secrets of 
nature and the “law of motion” of society. As applied to history, the dialectic 
(Marxist version) reveals society as evolving by means of its “internal contra- 
dictions” from “primitive communism” to capitalism and ultimately to modern 
classless communism. No evidence is submitted to support the idea of an 
historical stage known as primitive communism. And, the contention that 
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society is moving irresistibly to Marxian communism belongs to the realm 
of prophecy, not to that of scientific thought. Finally, when the Marxist con- 
tends that dialectic of nature refers to “contradictions” which constitute the 
driving forces of natural changes and, not to logical forms and categories for 
apprehending existential materials, he seems unaware that in his meaning 
the term either imputes animism to nature or simply expresses truisms about 
nature’s operations. 

ABRAM L, HArRIS 


The University of Chicago 


Modern Economic Problems. By M. H. Umpreit, E. F. Hunt ann C, V. 
KINTER (New York: McGraw-Hill. 1950. Pp. xvii, 642. $4.75.) 

The problems of this text are for the most part current issues of public 
policy. The range is wide, covering problems raised by government attempts 
and proposals to aid agriculture, provide social security, raise revenue, con- 
trol utilities, stabilize the economy, etc. Throughout emphasis is on public 
policies for, as the authors state, “the solution of most economic problems 
involves some type of action on the part of the government.” 

Publication of such works emphasizes the shifting concern of economic texts. 
Those of twenty years ago dealing with both theory and its application usually 
limited the latter to tariffs, taxes, unions and trusts as the crucial problems for 
government action. Railroad rate-setting which often constituted the main 
area of positive public intervention in the price system in the older texts is 
not mentioned in the work at hand—so many other controls are demanding 
the spotlight. 

Attainment of economic stability and the maintenance of conditions 
requisite for economic progress are viewed as the major problems of our 
economy. Together they form the authors’ touchstone in selecting among 
the proposals presented, those to recommend. Stressed as the chief means for 
reaching these goals are reliance on competition to provide flexibility of 
economic adjustment and on monetary and fiscal policies to achieve stability 
in lieu of direct interference with the price system. Subordinated to stability 
and progress are the goals of econornic incentive, security and the limitation 
of inequality. Wealth then welfare is the program. 

The text is organized in six sections and twenty chapters; the former cover- 
ing the areas of economic stability, international economics, direct government 
regulation, economic security and economic organization. Separate chapters on 
functions of government, resources, including population, and economic 
magnitudes comprise an introductory section. 

In general, each chapter includes a statement of the major problems in 
the area often with their historical setting, an analysis of some suggested 
solutions and a conclusion in which the authors indicate their acceptance or 
rejection of various proposals. A page of review questions and a few exercise 
problems conclude each chapter. Frequent up-to-date tables add currency to 
the work. 

Owing in part to the numerous problems raised in each chapter it is not 
surprising that the conclusions seem at times to rest on rather slender evidence. 
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Nevertheless, though refraining from categorical answers on many issues, 
the authors have taken their stand rather unequivocally on important ques- 
tions, e.g., the authors advocate the desirability of: limiting population in- 
creases and restricting immigration, the 100% reserve plan, stabilization of 
the total volume of spending, establishment of capital banks as adjuncts to 
commercial banks, restriction of taxes to revenue objectives, reduction of the 
national debt, breaking up monopolies, limiting utility commissions’ func- 
tions to the problems of rate discrimination and unreasonable profits, and 
avoidance of direct price controls except in wartime. Present marketing costs 
are accepted as moderate. In the main the authors seem to have striven after 
balance both in their choice of problems and in the discussion of suggested 
solutions. In general a liberal-capitalist viewpoint prevails. An exception ap- 
pears to be in the discussion of labor problems where most of the problems and 
“solutions” involve a change in the organization or activity of unions. “We 
have not,” the authors state, “emphasized the beneficial results which or- 
ganization produces.” 

What purpose can such a book serve? Its authors suggest that used in 
conjunction with a principles text this is, “to aid students in applying eco- 
nomic principles to the solution of our major economic problems.” Of the 
necessity of using principles in order to grasp their meaning the reviewer is in 
agreement. What is questioned is the ability of students to transfer the rigor 
of abstract analysis to the realm of broad policy questions involving decisions 
of a political and sociological nature as well. In the attempt to cover a wide 
array of policy problems, much of the analysis consists of readily accepted 
explanations which are used to form the basis for fairly specific conclusions 
on a broad range of subjects. Little or no evidence is included which might 
contradict the conclusions reached. 

Does this type of problem force the student to use his analytical tools to 
select the pertinent data from the extraneous, to reduce the problem to one 
of unknowns on which economic analysis can be brought to bear and to 
recognize gaps in the data which must be filled by explicitly stated assumptions 
or the acquisition of more facts? Does the material force the student to 
construct hypotheses and then test them against the facts? These would 
seem to be the pertinent criteria distinguishing descriptive material from 
analytical problems. However useful a survey of the important controls pro- 
posed or enacted for altering the consequences of our economy toward stability 
and economic progress, it does not appear to be a substitute for developing 
the ability to use clear and rigorous methods of reasoning on economic ques- 
tions. To the reviewer, the focussing of attention on broad policy issues at 
the elementary level may leave the student with a set of more or less ready 
answers in the form of policy prescriptions and a wonderment at the use- 
fulness of formal theory, its tools and principles. 

It is with these considerations in mind that the usefulness of problem texts 
such as this is questioned. 

Joun M. CrawFrorD 


Carnegie Institute of Technology 
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How To Stay Rich: The Story of Democratic American Capitalism. By 
Ernest L, Kiet. (New York: Farrar, Straus and Company. 1950. Pp. 
xxiii, 196. $2.75.) 

Here is another short volume to add to the expanding book list concerned 
with the advice to the American people on what to do now that, for the first 
time, our capitalistic system is being seriously challenged. But we are not told 
exactly what is challenging it. 

The test offered for distinguishing the welfare state from free enterprise is 
based on the difference between “thou shalt” and “thou shalt not.” The author 
believes that the checks on the profit motive that are necessary to prevent the 
economically strong from taking advantage of the economically weak can be 
phrased like the ten commandments. When we are told what we shall do, 
totalitarianism is here. From the necessarily practical viewpoint, this test is 
just too naive to be mentioned seriously. 

An American Platform is offered, but, like so many another, it is too brief 
and too broad to treat adequately, not the complexities of our present system 
that we like, but the complexities that have inevitably developed and that 
are existent. The public relations counsel that the author would use to “edu- 
cate” the American people of the wonders that are theirs if free enterprise is 
retained, are, of course, equally available to those who desire modifications of 
the system that are beyond the pale staked off by the author. 

A most conclusive argument for the necessity of more production is given, 
and, though capital is somewhat generally favored in the selection of ex- 
amples of despicable activity mentioned throughout the text, the author here 
does state clearly that both capital and labor have offended in various ways 
of restricting output. “Enlightened and humanitarian capitalists” are praised 
more than the history of the American labor movement would seem to sub- 
stantiate. For instance, it is most likely not true that “to every adopted re- 
form, capitalism has had the power to say No, but has elected to say Yes.” 

The public welfare is, and can be, always argued as the reason for any 
change or as the reason for maintaining the status quo. The thesis presented 
by Mr. Klein fails to account for the broad social circumstances that precede 
changes in government policy. There is some evidence in these pages that the 
author has overlooked the fact that change is just as indigenous to our land 
as democratic American capitalism—which is here credited with a list of ac- 
complishments (Professor Beard’s), any one of which would have been hailed 
by the Kleins of previous days as the then existing challenge to the preserva- 
tion of the American way of life. | 

In the Appendix, there is a critique of the work of the Flanders Senate Com- 
mittee investigating corporate profits. Neither here nor elsewhere are men- 
tioned the prevalent practices of monopoly and monopolistic competition. 
There is nothing about a policy on trusts, either. 

In a somewhat compromising mood, apart from his American Platform, 
practically all of the existing social legislation is accepted as desirable. Al- 
though proclaiming unending faith in the intelligence of the American people 
—a plank in the platform, in fact—the author still feels compelled to issue this 
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halt order to those same intelligent people on their supposed march to the land 
of the devil, called the welfare state by the present totalitarian-minded leaders 
of these intelligent American people, but actually, according to the more 
precise wording of Mr. Klein, the police state. 

Joun J. GRAHAM 


West Haven, Connecticut 


National Income and Social Accounting 


America’s Capital Requirements—Estimates for 1946-60. By Ropert W. 
HARTLEY AND ASSOCIATES. (New York: Twentieth Century Fund. 1950. 
Pp. viii, 244, $3.00.) 

This is described in the Foreword as “‘a technical supplement” to America’s 
Needs and Resources, published by the Twentieth Century Fund in 1947. It 
represents a revision and development of estimates on capital requirements 
which served as the basis for the projections in Part III of that volume. 

Work on this project began as far back as 1942 under the auspices of the 
National Resources Planning Board, as a study of requirements for new con- 
struction, With the demise of the Board in 1943, the undertaking was be- 
queathed to the Twentieth Century Fund, which broadened its scope to 
include capital equipment (other than consumers’ durables), developed a 
new framework of basic assumptions, and proceeded to proliferate a compre--. 
hensive and detailed set of requirements estimates stretching forward to 1960. 

One of the inescapable difficulties of a project extending over seven years 
is in bringing the results down to date at the time of completion. Unfortu- 
nately, this difficulty has not been surmounted in the present study. Not only 
has publication lagged two and a half years behind the final revision of the 
estimates; that revision itself “does not take account of economic conditions 
since the winter of 1945-46.” The result is the release, in September 1950, 
of projections for 1946-60 based almost entirely on data prior to the be- 
ginning of that period. This is done notwithstanding the acknowledged fact 
that “the capital outlays that have occurred since 1945 in some of the fields 
covered by these studies have greatly exceeded the average annual require- 
ments estimated in this report.” 

With all due respect for the difficulties inherent in so ambitious a project, 
we consider a five-year lag behind actual events to be inexcusably long. One 
can only wonder how far the projections for 1951-60 are vitiated by the 
differences between the projections for 1946-50 and the now-known capital 
outlays of that period, especially where these differences are wide. Doubtless 
the revisions for the future based on present knowledge would be minor in 
some cases and substantial in others, but how is the reader to know without 
detailed checking? 

While the validity of the projected capital requirements for the next decade 
is impaired by this regrettable lag in the source figures, it is impaired also 
by another factor, this time quite beyond the control of the sponsors of the 
project. We refer to the defense emergency. For all we now know, we may 
be in a defense economy for the entire decade, but even if it is of shorter 
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duration it is bound to generate major distortions in capital formation, not 
only while it lasts, but in the aftermath. From this standpoint the report is 
the victim of an exceedingly unlucky break. 

It would be fair neither to the work under review nor to its potential 
readers to leave it with only this statement of reservations. The fact is it 
embodies a tremendous amount of material and analysis, logically organized 
and well presented. Even apart from the requirements projections which are 
its main objective, it is of real value as a compilation of sources and sta- 
tistics on capital formation. As for the projections themselves, they provide at 
least a starting point for anyone wishing to exercise his prophetic gifts in 
this exceptionally treacherous area. 

GEORGE TERBORGH 

Washington, D.C. 


Business Fluctuations; Prices 


The Dynamics of Business Cycles: A Study of Economic Fluctuations. By 
Jan TrxBercGEN and J. J. Potax. (Chicago: University of Chicago 
Press. 1950. Pp. x, 366. $5.00.) 


Thanks to Dr. Polak, we now have available in English Professor Tin- 
bergen’s textbook on business cycles, which was first published in Dutch in 
1942. Written by one of the world’s foremost econometricians, the book 
offers an elementary theoretical analysis of business cycles. The point of 
view is that of the econometrician, seeking not only to find significant regu- 
larities in economic behavior but also to state the relevant causal relations in 
the precise and simplified forms required for mathematical and statistical 
work. While the approach is that of the econometrician, no mathematical 
symbols whatsoever are used. Hence, the book should be easy reading for any 
trained economist, however much he might shrink from a little algebra. 

Part I, entitled “Description,” has separate chapters on the various types 
of economic movements. This reviewer was favorably impressed only by the 
brief chapter on international differences in fluctuations, which could well 
have been expanded to give the author more of an opportunity to use his 
unusual stock of information about business cycles in different countries. 
The other chapters in Part I are disappointing. They do not give the student 
a good idea of the types of economic fluctuations and of their interrelation- 
ships. The treatment is too brief; the approach is descriptive and statistical 
rather than economic; and the whole subject of causation is eschewed. Much 
of the treatment is superficial; and important qualifications are frequently 
missing. The dichotomy between “Description” in Part I and “Explanation” 
in Part II does not work out well. 

The heart of the book is in Part II, where Tinbergen attempts to explain 
the different types of economic movements. The weakness and strength of 
his approach is illustrated by the chapter on long-run development. Economic 
development is analyzed in terms of a highly simplified model, which is based 
on the Cobb-Douglas production function. His chief concern is with the effect 
on total output and factor returns of changes in population and the supply 
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of capital. Mention is made of technology, but it cannot be said that there 
is any real analysis of the course and effects of technological change during the 
last two centuries.’ In reading this chapter, I could not help thinking of 
Schumpeter, to whom there are only two incidental references in the whole 
volume. Schumpeter has an organic conception of economic development, in 
which secular change and cyclical fluctuations emerge in effect as different 
aspects of the same dynamic process. Tinbergen puts the economy in a mathe- 
matical straitjacket (even when he is not using mathematical symbols) and 
thereby loses touch with the reality he is trying to explain. The chapter will 
provide a useful intellectual exercise for students in a kind of aggregative, 
essentially static theory. But it does not explain economic development. 

Tinbergen’s analysis of business-cycle fluctuations is concerned with answer- 
ing the question: what regular and unchanging relations among what im- 
portant variables are likely to create cyclical fluctuations? Or, put differently, 
what is the character of the response mechanism of the economy which 
causes it to react in a series of cycles to random disturbances? Using the 
conventional aggregative approach, which begins with the basic identity 
Y =C-+I, he sets out to develop explanatory hypotheses regarding the 
determinants of I and C. In more recent terminology, he sets out to develop 
“behavior equations” for these variables. The character of the ensuing analysis 
is suggested in part by his treatment of technological changes as random 
disturbances (pp. 173-74, 191). Net investment in fixed capital is made to 
depend, with appropriate lags, on profits, the price of capital goods, and to 
a minor extent, on the interest rate (including share yields).* There is also 
brief treatment of the determinants of replacement expenditures and of in- 
vestment in inventories. 

Consumption is made a stable function of total income and the cost of 
living. (The book was written before the recent work which casts some doubt 
on the short-run stability of the consumption function when expressed in such 
simple terms.) Unlike most economists, Tinbergen includes speculative gains 
in Y, and these gains are made to depend on the rate of change in income a 
short time before. 

Several arithmetic illustrations are presented to show how these relations, 
with given constants and lags, can be combined into models which generate 
business cycles in response to an initial disturbance. Even after some dis- 
cussion of “other characteristics which need to be added to obtain a reason- 
ably realistic picture” (p. 202), Tinbergen does not wind up with a very 
clearcut or convincing picture of why and how business cycles occur.* 

The chapter on long waves is surprisingly inadequate. In Part I, dealing 


* His analysis in this respect does not amount to much more than the assumption that, 
during the decades before World War I, technological improvements caused production to 
increase at about the rate of one per cent per year. 

*Cf. his Statistical Testing of Business-Cycle Theories. 1. A Method and Its Applica- 
tion to Investment Activity (League of Nations, 1939). 

*Mention should be made of the chapter entitled “Theoretical Postscript,’ which 
presents an excellent nontechnical treatment of the relation between the endogenous move- 
ments of a model and the disturbances which react on it. 
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with “Description,” long waves were assumed to exist, but there was almost 
no discussion of the evidence. Chapter 12 in Part II is entitled “Long Waves,” 
and since it occurs in the analytical part of the book, I expected to find 
something that could be called explanation of these movements. But in a 
chapter of four pages, Tinbergen does no more than: (1) state that the 
explanation of long waves “has not advanced very far,” (2) refer to the fact 
that some economists doubt that long waves exist, and (3) summarize briefly 
the views of Cassel, Warren and Pearson, de Wolff, and Wagemann as to 
possible causes. Neither Kondratieff nor Schumpeter is mentioned, and 
Tinbergen himself assays no independent weighing of the evidence at all. 

In contrast, there is an interesting and useful chapter on inflation which 
seems to anticipate some of the recent literature on this subject. 

Limitations of space preclude any extended discussion of the concluding 
chapters on policy. A distinction is made between “direct” and “indirect” 
policies. The former operate directly on production and consumption; the 
latter do not. Taxes as well as monetary policy fall into the “indirect” cate- 
gory; and so do wage and price policies. Government spending is the chief type 
of “direct” policy discussed, though there is brief treatment of direct control 
of private investment and of some other measures, The various kinds of 
policy are evaluated in terms of their effect on the structural relations defining 
his model of the business cycle, the conclusion being that a compensatory 
government spending policy is likely to be most effective in achieving stability. 

An instructor would have to be endowed with far more confidence in the 
possibilities of econometric business-cycle analysis than I possess to use this 
book as the main text in a course on business cycles. At the same time, I 
would strongly recommend the book to non-mathematical economists, and I 
would also suggest that students be made familiar with it. Here is an excellent 
way for the economist with little or no mathematics to absorb the philosophy 
of econometric model-building, and to observe some of the drastic simplifying 
assumptions which these models require. Tinbergen could obviously have 
offered a much more sophisticated treatment had he been writing for the 
mathematically trained reader, but this was not his intention. The sophisti- 
cated reader will also want to remember that this book was written before 
1942, and hence does not cover the important recent developments both in 
business-cycle theory and in construction and testing of econometric models.* 

R. A. Gorpon 

University of California, Berkeley 


Monetary Policy for a Competitive Society. By Luoyp W. Mints. (New 
York: McGraw-Hill. 1950. Pp. x, 236. $3.00.) 
Provided the words are rightly interpreted, the main thesis propounded by 
Professor Mints in this thoughtful and vigorously argued book can be sum- 
marised in two sentences. (1) The forces making for instability in a modern 


‘Dr. Polak states that this edition closely follows the Dutch original. Some historical 
material was deleted, and one chapter (on war and inflation) and a few sections were 
rewritten. 
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industrial society are not so powerful that they could not be held in check 
by a policy which is purely monetary in nature. (2) To be effective, such a 
policy must be embodied in a definite rule of action, whose enforcement is 
not subject to the discretion of any authority. But these phrases must be 
carefully interpreted if they are not to lead to a misunderstanding of Pro- 
fessor Mints’s position. 

In the first place the concept “monetary policy” is not here contrasted, as 
it is by some writers, with “fiscal policy,” the one operating through manage- 
ment of the banking system, the other through management of the public 
finances. On the contrary, Professor Mints’s chosen instrument of policy is 
precisely the National Budget. Banks, as they have actually developed, are 
in his eyes a great nuisance, and Central Banks no better; and it is only out 
of a laudable desire to be realistic and not to cry (like some of his Chicago 
colleagues!) for the moon that he is led to assign them a rdle, though a minor 
one, in his scheme of operations. What “monetary policy” is here contrasted 
with, therefore, is not fiscal policy, but direct action by the State in organising 
capital outlay in order to achieve and maintain stability of employment at a 
high level. 

Secondly, the rule of monetary policy to which, after discussion of alterna- 
tives, Professor Mints awards first prize, is stabilisation of the general price- 
level; and it is admitted that the operation of this rule would involve an 
element of discretion on the part of the monetary authority—not indeed 
as regards the objective to be aimed at, but as regards the scale of action 
necessary to achieve it. 

This being understood, let us look more closely at the case made by the 
author for his fundamental propositions. I shall discuss it entirely with refer- 
ence to a closed system, only alluding briefly at the end to the three chapters 
(4, 5 and 7), carefully worked out if not very conveniently interposed in the 
stream of the main argument, in which account is taken of international 
complications, 

Professor Mints starts, rightly in my opinion, by distinguishing two types 
of unemployment which he does not claim that a correct monetary policy 
could avert, though it would be helpful, in varying degree, in keeping them at 
a relatively low level. These are the “frictional” unemployment due to 
shifts in demand and technique and the “monopolistic” unemployment due to 
persistently excessive wage demands. His main concern is with the ‘“depres- 
sion” unemployment which can fairly be described as due, proximately at 
least, to failure of aggregate monetary demand. His treatment of this phe- 
nomenon is congenial to the present reviewer in two respects. First, he casts 
doubt, as many others have done, on the claim of the “stagnation theorists” 
to have established that an insufficiency of aggregate monetary demand must 
be regarded as a chronic feature of a modern wealthy industrialised society. 
Secondly, in examining the medicinal effects of a plethora of money, he 
declines to follow Keynes in concentrating almost exclusive attention on the 
sequence of events through the bond market. Additional consumption— 
especially now that the purchase of durable goods figures so largely in “con- 
sumption”—and additional capital outlay are, he emphasises, for many eco- 
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nomic subjects direct alternatives to both the holding of additional money 
and the holding of additional bonds; and conversely for the effects of mone- 
tary stringency. There follows from this approach a straightforward account 
of the normal behaviour of the rate of interest contrasting favourably, in my 
view, with that which can be painfully reached through distortion of the 
natural meaning of the term “liquidity preference.” There follows too a 
needed rehabilitation of the Marshallian K at the expense of a “consumption 
function” and an “investment function” too easily, and sometimes with such 
woeful results, treated as stable or independent. 

But when all this is said, I must regretfully record my opinion that 
Professor Mints is animated by too thoroughgoing a reaction against the 
notion of stagnation and too optimistic a view of the efficacy of monetary 
action even in the extended sense in which (it must be remembered) that 
term is to be understood. Most students, I think, are ready to admit a certain 
degree of asymmetry in this matter, enshrined in the old adage that you can 
prevent a horse from drinking by keeping him from the water, but that you 
cannot rely on being able, by leading him to the water, to make him drink. 
Not so Professor Mints; he is quite confident that by the steadfast applica- 
tion of some monetary rule the state of business expectations could have been 
so steadied as to nip in the bud even those slumps which in fact proved most 
violent or profound. The question is obviously too complex to argue in a 
brief review; but Professor Mints seems to me altogether to overestimate the 
purely “psychological” as compared with the structural elements in the 
causation of cyclical change. Bearing in mind the inevitable lumpiness and 
discontinuity of the process of capital formation in the modern age, with its 
flood of successive inventions requiring embodiment in large expensive long- 
lived instruments of production, habitation and transport, one does not need 
to be a chronic stagnationist to descry the probability of the occurrence of 
temporary saturation in important lines of investment, threatening grievous 
dislocation in other parts of the industrial field. And it is precisely if one is 
not a chronic stagnationist that such conditions seem to call, not so much for 
a permanent transfer (stimulated by budget largesse) of the factors of pro- 
duction from constructional to consumptive uses as for the organisation of 
collective acts of capital outlay to take the place of the private acts which 
have temporarily sagged away. The present reviewer is not, he hopes, unduly 
“sold on” what he was describing as long ago as 1926 as “the once heretical 
but now perhaps over-respectable policy of ‘public works,’ ”’ nor unmindful of 
its difficulties; but he remains of the opinion, formed a dozen years before 
that, that it has a legitimate and important part to play in anti-cyclical 
policy. Professor Mints’s uncompromising rejection of all such expedients 
seems to me no less tinged with fanaticism than the claims of those who 
twenty years ago were hailing them as an infallible panacea. 

I must turn to his second main proposition, and select for discussion two 
of the many interesting points which it raises. First, how far does the record 
justify his gloomy appraisal of the prospects of obtaining competent “discre- 
tionary” management of the money supply? His castigation (pp. 44-46 and 
128-29) of the alleged supineness of the Federal Reserve authorities in the 
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early phases of the 1929-32 slump will surely arouse some controversy from 
those better equipped to conduct it than is the present reviewer. Here anyway, 
to set beside Professor Mints’s verdict, is that of a wise man whose long con- 
nection with the System does not inhibit him from drastic criticism of its 
handling of the preceding stock market boom. “After the collapse of the 
market the Federal Reserve System acted with resolution to absorb the 
shock. Rates were reduced, securities purchased in the market. . . . Through- 
out the succeeding seven-year period the Federal Reserve carried on a policy 
of montary ease interrupted only by a brief period of stringency in the autumn 
of 1931... .” Professor Mints is, I think, on firmer ground in his charge 
that “stabilisation of the price of government bonds is as bad a policy as 
could be conceived, and yet since 1942 the Board has apparently followed this 
policy to the exclusion of all other considerations” (p. 132). More generally, 
the growing subordination of central banking authorities to Treasury needs 
and sectional pressures cannot but impair confidence in their ability to deal 
adequately even with that side of the horse-and-water problem with which 
they are on the face of it the better equipped to deal. 

But secondly, as already stated, Professor Mints ends by interpreting in a 
rather surprising way his prescription (p. 131) that “it is by means of a 
definite, unambiguous, non-discretionary control of the stock of money that 
most can be done to stabilise business expectations.” It is not, after all, either 
the size of the stock of money or its rate of growth that is to be laid down 
by law, but only the principle that the size of the stock is to be so operated 
on that the general level of wholesale prices is in fact kept stable. Easier said, 
surely, than done, whether the chosen instrument is to be the budget or the 
banks or a combination of the two. So large an element of discretion and 
judgment, many will feel, has seeped back into the programme that we might 
as well be hanged for a sheep as a lamb and allow the Authority, whatever 
it be, to take account of other things than the level of commodity prices.* 

Concerning Chapters 4, 5 and 7, I must content myself with recording that 
Professor Mints undertakes an elaborate study of the interaction of various 
types of international exchange arrangements with various methods of com- 
piling the price index number selected for attempted stabilisation. He con- 
cludes that a system of independent monetary standards, linked by mobile 
exchanges and each operated so as to stabilise a combined index of domestic 
and international wholesale prices, would reduce to a minimum the inevitable 


1E. A. Goldenweiser, Monetary Management (New York, 1949), pp. 54-56. 

?In condemning the Committee for Economic Development for their backsliding in 
supplementing their automatic “stable budget” policy by provisions for discretionary 
central banking action, Professor Mints seems to me to give a wholly misleading impres- 
sion of the Committee’s actual proposals. “When inflation threatens, they would have the’ 
central bank buy government bonds from the banks” (p. 172, line 4). A paradox indeed! 
But what the Committee say they want to happen when inflation threatens is that the 
Government should use its surplus to redeem its bonds held by the banks, and that the 
Federal Reserve should sell government bonds in the open market (Monetary and Fiscal 
Policy for Greater Economic Stability, p. 36). A very different story! Even the printer 
seems to have smelt a rat, for in line 5 he has put “inflation” where Professor Mints must 
have written “deflation.” 
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disharmonies between the requirements of external equilibrium and internal 
stability. 

Each of us, I suppose, evolves his views on policy out of his own private 
blend of optimism and pessimism. Professor Mints’s particular blend seems 
to me rather an odd one, unduly coloured by his over-riding phobia of the 
State as enterpriser. But I think he is right to be disquieted at much that he 
sees being done (and taught) around him; and I hope I have not failed to 
convey the impression that his book deserves respectful attention from many 
who will find difficulty in swallowing all his conclusions. 

D. H. RoBertson 
Trinity College, Cambridge 


Money and Banking; Short-Term Credit; Consumer Finance 


Money, Income and Monetary Policy. By Epwarp S. SHaw. (Chicago: Rich- 
ard D. Irwin. 1950. Pp. xvi, 661. $5.00.) 

This is an intermediate level money and banking textbook of real substance 
and intellectual standards, aimed at serious students and analytically minded 
teachers. Professor Shaw faces up directly to the hard job of relating money 
and monetary institutions to the levels of income, employment, and prices; 
this is the core of the book. The tone throughout is analytical, with an orienta- 
tion toward public policy. And it is a joy to report standards of analytical 
rigor that are lacking in most of the current money and banking texts. 

Something less enthusiastic, unfortunately, has to be said about the book’s 
likely appeal to students and its promise as a device for stimulating independ- 
ent undergraduate thinking about monetary problems. This is partly because 
the formal apparatus often seems over-elaborate so that what is fundamental 
does not stand out; and partly because the policy analyses, which are the 
goals toward which the student is built up, too often fail to make obvious 
use of the preceding refined analytics. This partial failure to provide an ex- 
plicit bridge between the formal theory and policy analyses, and to emphasize 
problem-oriented use of the theory, seems to me a serious drawback—but in 
fairness to Shaw I must add that it seems to me a still greater weakness in 
nearly every competitive text. 

The book has three sections. The first deals with the mechanics of money 
and modern monetary institutions, with particular reference to the supply of 
money and other liquid assets. The second analyzes the flow of money ex- 
penditures (national income and prices), primarily but not exclusively from 
the monetary viewpoint, and considers various public policy measures for 
improving and controlling this flow. The third applies a similar procedure to 
the area of international monetary relationships and their interactions with 
domestic incomes, prices, and stabilization policies. 

The most novel part of the book is the first section, which, logically, ap- 
proaches the whole process of money creation and extinction through the 
balance sheets of commercial banks, Federal Reserve Banks, and the Treas- 
ury. Through this approach, the whole inter-related structure of money, 
liquid assets, and the debt accounts of private borrowers can be developed. 
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Central bank policy is thus seen as largely a problem of affecting the asset 
and liability structures of the commercial banks. The impact of gold flows on 
the money supply, e.g., is treated in the same way. 

This systematic “‘asset-liability” approach to monetary analysis is welcome, 
and in my judgment further examination of non-banking firms from this, as 
well as from the usual income approach, would be helpful in analyzing the 
effects of monetary policy and in clarifying our thinking about the theory of 
the firm in general. There is little attention to the institutional details of 
bank operations per se, but Shaw presents a detailed analysis of the commer- 
cial banks’ earning assets as the focal point of monetary fluctuations and of 
governmental controls over the money supply. This “balance sheet” approach 
will be novel to many economists and the use of technical terms seems here 
and there unnecessarily unique. But Shaw’s treatment provides insights and 
realistic understanding that should be helpful to many teachers who have not 
worked directly in the banking-central banking process, as well as to hard- 
working students. 

Section II is a serious attempt to integrate monetary analysis with income 
flow analysis of the level of national income and employment. Here again the 
task of the reviewer is difficult. Professor Shaw has had the courage to sail 
into this still-uncharted sea, and he obviously knows his business. The result 
is the best job in the current textbook literature, possibly equalled only by 
Hart’s Money, Debt, and Economic Activity in a quite different way. If it is, 
nevertheless, still less than satisfactory and the two approaches still emerge 
by and large separate, the blame must fall in part on the fact that a really 
satisfactory integration is yet to be achieved at the treatise level. In part, 
though, the above-mentioned tendency toward elegance and completeness for 
its own sake is also responsible. As a result, the section’s teaching usefulness 
may not live up to its analytical quality if a main goal in teaching is develop- 
ment of independent student problem-sensing and problem-solving abilities. 

Moving on to the area of monetary (and fiscal-debt) policy, Shaw’s state- 
ment of the “functional finance” (fiscal policy) approach and his survey of 
monetary policy in the United States since 1914 deserve special praise as 
penetrating and compact. These same adjectives may be applied to the entirety 
of Section III, on International Monetary Relationships, roughly a quarter 
of the entire volume and in my judgment the most superior part of the book. 

Since this is clearly a book to be judged by intellectual standards above 
those applied to most texts, it may be appropriate to comment on four points 
of analytical substance.’ First, Shaw’s analysis of the impact of the money 
supply on economic activity primarily through interest rates (especially Chap- 
ters 12-14) seems to me to be questionable in emphasis. This channel may 
well be important in many instances, and Keynes’ long-accepted Treatise argu- 
ment that the government can hope to have little effect on long rates has 
now little weight. But most of the evidence suggests to me that the direct 


* And to mention one important slip, or very peculiar definition in light of the analyti- 
cal techniques of the rest of the book and of the general literature: “Disequilibrium is a 
shorthand expression for unemployment or for inefficient employment of scarce resources, 
and it also carries implications of inequity in the distribution of incomes” (p. 495). 
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impact of changing liquidity and availability (rationing) of capital funds on 
business and consumer behavior is the more important channel. Second, the 
oneness of monetary and debt policy, while recognized, seems to me to deserve 
fuller emphasis as a fundamental characteristic, at least for some years ahead, 
that requires a basic re-examination of the usual approach to monetary policy 
analysis. This implies an inseparability of the “economics” and “politics” of 
monetary and debt policy-making that neither Shaw nor most other monetary 
economists seem to me to recognize sufficiently. Third, Shaw’s analysis of 
bank supervision and federal deposit insurance (Chapter 5) seems to me not 
to penetrate into what the real réle of individual bank supervision is or may 
be, and not to recognize the fundamental dependence of any such deposit 
insurance plan on central bank and Treasury system-wide liquidity policies 
in periods of serious strain. Lastly, the equality of ex ante savings and in- 
vestment as a sufficient condition for income stability (pp. 341-42, 496) seems 
to me to be undemonstrated. Perhaps Professor Shaw has just not made all 
his assumptions clear, but given numerous types of consumption functions, 
it is clear that income may vary from one period to the next even though 
ex ante investment and savings are identical. But by and large Shaw’s layout 
of the monetary area is admirable and the analysis very superior. The book is 
one every teacher of an analytically oriented money and banking course will 
want to consider. 
G. L. Bacu 
Carnegie Institute of Technology 


Term Loans and Theories of Bank Liquidity. By Herpert V. PRoCHNow. 
(New York: Prentice-Hall. 1949. Pp. 444. $7.50.) 


The increasing importance over the past fifteen years of term loans in the 
portfolios of commercial banks and insurance companies makes this a par- 
ticularly timely study. Laying primary emphasis on the practical aspects of 
term loans, Mr. Prochnow treats of such topics as the characteristic features 
of term loans, the credit risks involved, the provisions of term loan agree- 
ments, and the principles of term loan extension. A number of illustrative 
case studies are included. Chapters are added, written by experts in the field, 
on the legal aspects of term loans and on insurance company term loan prac- 
tices. The detailed study on term lending to business in 1946 by Duncan McC. 
Holthausen is reprinted from the Federal Reserve Bulletin. 

The author sets forth the advantages of term loans both to the lending 
bank and to the borrowing concern. These advantages are so real that term 
loans promise to become a permanent feature of American lending practice. 
Term loans are superior to loans, ostensibly short but subject to frequent 
renewal, and superior to bonds or debentures payable in one lump sum. 

Many of the term loans now in the portfolios of American banks would in 
an earlier period have been represented by debentures and mortgage bonds. 
It was the unprecedentedly low money rates of the early ’thirties brought 
about by the huge volume of excess reserves, which induced banks to enter 
this field and burdensome registration requirements and the flexibility of the 
term loan which made the borrower a willing customer. 
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The public policy aspects of this type of lending, involving the appropriate 
relationship of commercial banks and commercial banking to the capital 
markets, remain to be explored. Following the breakdown of the banking 
systems of Belgium and Germany in the Great Depression, the trend in 
Europe has been away from the capital loan. British commercial banks have 
never adopted this technique and the Canadian banks, which adopted the 
practice following World War II, have recently desisted from making such 
loans as an anti-inflationary move. A wealth of practical background for an 
investigation of the public policy aspects of term loans and of their theoretical 
implications is provided by Mr. Prochnow’s volume. 

B. H. BeCKHART 

Columbia University 


Business Finance; Investments and Security Markets; Insurance 


Introduction to Investments. By Joun C, CLENDENIN. (New York: McGraw- 
Hill. 1950. Pp. viii, 604. $4.75.) 

Teachers Manual for Introduction to Investments. By JouN C. CLENDENIN 
and Prestey C. Dawson. (New York: McGraw-Hill. 1950. Pp. 107.) 


As the title implies, this is an elementary textbook on investments, intended 
primarily for the college student, but brief and pointed enough to be under- 
standable by those who have an interest in the subject. It is oriented toward 
personal rather than institutional investment problems and gives some atten- 
tion to non-security “investments” (life insurance, savings bank deposits, etc.) 
that make the approach realistic and personally significant to the average 
student. 

In subject matter, scope, and point of view the book follows the standard 
pattern in the main. The author has sought—successfully, I think—to make 
investment principles and problems understandable to the beginner; yet the 
treatment is meaty and compact. The main qualities of the book are its 
clarity of expression, its economy of words, and its generally good balance and 
perspective. It is divided into four main parts dealing with the investment 
characteristics of corporate securities, the securities markets, security analysis, 
and related topics such as savings institutions, taxation and portfolio admin- 
istration. The approach is solidly practical. For better or worse there is little 
emphasis on what might be called the economic side of investments: capital 
or interest theory, bank credit, business cycles or the reciprocal relationships 
between investment and the economy at large. It has the imprint of the 
market place rather than the ivory tower, and will appeal to those who want to 
embark upon the study of investments without adornment or complications. 
Theorizing is reduced to a minimum. 

The author’s experience as a college teacher and as a research consultant 
to the Los Angeles Stock Exchange is apparent. He shows that he has grappled 
with investment problems at the ground level, and his observations are direct 
and to the point. Brief illustrations here and there are appropriate and not 
overdone. As might be expected, there is some emphasis on the organization, 
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mechanics and behavior of the securities markets, and market price as an 
investment factor is kept constantly in mind. 

Following the practice of most current textbooks, considerable space is 
given to the analysis of corporate securities in different industries, a chapter 
being devoted to each industry. These chapters reveal a good grasp of the 
important investment problems in each field, and while they are not filled 
with minute instructions or detailed procedures, the reader gains a definite 
notion of what to look for in each case. Here, as throughout the book, detail 
is sacrificed for scope. Those who think of investment analyses as a series of 
isolated mechanical operations or computations may find too little of that 
in these chapters. On the other hand, those who would emphasize perspective 
rather than details will applaud this treatment and find it adequate. 

The excellent composition of the book is noteworthy; the type is clear and 
easy to read, headings are distinct, and footnotes are brief and few in number. 
The author has not succumbed to the temptation to use a textbook as a means 
of impressing his contemporaries with his erudition—in fact he seems de- 
liberately to have refrained from including the extensive documentation that 
he undoubtedly has at his finger tips. A few charts (15) and tables (57) are 
judiciously used, and on the whole are understandable and helpful. At the 
end of each chapter there is a list. of questions—some very simple, some 
searching—and a few references to standard textbook sources. 

Some teachers of courses in investments might prefer a more complete 
treatment of such topics as alternative investment policies and problems of 
institutional investment, and might like more emphasis upon the broader 
economic forces as they affect private investments. But one cannot have both 
reasonable brevity and full coverage in a single elementary book. Perhaps no 
two people would agree exactly about the content and emphasis of any text- 
book and there is reason to believe that the balance here may be as good as 
any for what the author seeks to achieve. 

Questions might be raised about minor points: Did Congress intend that 
the Investment Company Act of 1940 should make investment companies “a 
safe place for the savings of small investors” (p. 275)? Are the largest cor- 
porations in an industry usually the most profitable (p. 288)? Is the Dow 
theory really useful (p. 226)? Is interest coverage of 4 to 6 times necessary 
(p. 144) or is 2 or 3 times adequate (p. 314)? Does the average stockholder 
investment pay less than the 2.9 per cent yield on a Series E bond (p. 93)? 
Should the average family portfolio have 50 per cent invested in equities 
(p. 16)? Is life insurance a profitable investment (p. 478)? But most of these 
would be questions of emphasis, semantics and value judgments, about which 
there can be rational differences of opinion. The reviewer has found few 
instances in which he would take serious issue with the author. 

For those who are interested in a practical text for introductory college 
courses or extension courses where students can be presumed to have some 
background in finance and a knowledge of elementary accounting, this book 
should have a definite appeal. It is up-to-date, concise, realistic, and com- 
petently done. 
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The teachers manual is designed to be used with Clendenin’s /ntroduction 
to Investments. It contains several teaching aids such as suggestions for teach- 
ing each chapter; it supplies the correct answers to the questions in the text- 
book; and it provides extensive lists of objective questions (true-false and 
multiple-choice) for each chapter. 

Experienced teachers will find here some helpful hints, some new insights, 
and some usable examination questions. It will be a time-saver for them. But 
it will be particularly useful to those who are just beginning to teach this 
complex and widely ramified subject and feel the need of an experienced guid- 
ing hand. 

The senior author has also compiled a separate set of about 20 practice 
problems to be used with his text and the manual. These are designed as 
major assignments in comparative investment analysis. The advantage of these 
problems is that they bring together data from the usual sources and apply 
them to realistic investment problems. They are in mimeographed form and 
may be obtained from the author. 

Cuetcie C. BosLanD 

Brown University 


Public Finance 


Creation of Income by Taxation. By JosHua C. Husparp. (Cambridge: Har- 
vard University Press. 1950. Pp. xi, 239. $4.00.) 


The first task of a reviewer of this volume is to explain what appears to be 
a contradiction in its title. In ordinary usage, taxation is considered to be de- 
flationary not expansionary—income-destroying not income-creating. Dr. 
Hubbard, despite the title of his volume, does not deny this proposition. 
Rather, the question is simply one of nomenclature; when Dr. Hubbard re- 
fers to the income-creating effects of taxation, he has in mind the combined 
impact of the collection and expenditure of the tax revenues. Unless this usage 
is kept in mind, many statements in the book will strike the reader as highly 
confusing, if not as flatly in error. Consider, for example, the following: 
“When economic development slows up and prolonged unemployment be- 
comes a reality, the policy authority may resort to periodic higher taxation 
to bring about a rising income” (page 182), or “. . . the difficulty may be to 
avoid inflation. Then the policy authority should reduce taxes and withdraw 
any encouragement to private investment” (page 183). 

These statements represent applications of the central theme of the book, 
namely, that a balanced increase in government expenditures and taxation, 
properly handled, has a long-run expansionary effect on the economy and a 
balanced reduction in t’.e government budget has a deflationary effect. The 
author puts it as follows in the closing sentences of his introduction. 


The influence of higher taxes of all kinds upon consumption and invest- 
ment, and of the spending of the receipts for social consumption or to 
expand private investment, is the subject for analysis throughout the rest 
of this book. It will be argued that, during unemployment, there is an 
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appropriate taxing and spending program which is able to  achiens full 
employment in all situations (p. 7). 


The entire book is devoted to the development and appraisal of this theme. 
In the first half this proposition is developed on carefully specified assump- 
tions. The effects on national income of different types of taxes and of different 
spending policies are examined in detail, using a straightforward Keynesian 
analysis, and on a variety of assumptions for different schedules of the 
propensity to consume and the marginal efficiency of capital. The second half 
of the book relaxes the rigorous assumptions under which the preceding 
theoretical analysis was developed and examines the merits of “income crea- 
tion by taxation” as a practical policy in comparison with leading alternatives, 
especially that of deficit financing. Dr. Hubbard concludes on this point that 
deficit financing has an important contribution to make in the short run 
but that his policy of “taxation to create income” is to be preferred in the long 
run. He is especially critical of long-run deficit financing under conditions of 
very slow technological progress. 

The central theme that an increase in the size of a balanced budget has 
potential expansionary effects is of course not novel. (One of the pioneer 
articles on this subject was in fact published by Dr. Hubbard in 1944, and the 
present volume is an elaboration and extension of the contributions made in 
this article.) In this volume, however, Dr. Hubbard undertakes a much 
more exhaustive theoretical analysis of the proposition than has hitherto been 
attempted. The main contributions of the book lie in this analysis. 

When Dr. Hubbard departs from a strict deductive analysis, based on 
Keynesian models, his treatment strikes this reviewer as being less balanced, 
and hence his conclusions less reliable, than his purely theoretical analysis. 
For example, the author concludes at one point that: “To maximize the in- 
come created by a given tax, the tax outlay must be devoted to consumption 
when the schedule of the marginal efficiency of capital has an elasticity less 
than unity, while the tax outlay must be loaned and invested without interest 
when the elasticity is greater than unity” (pp. 78-79). There is, however, 
little discussion, here or later in the book, of the feasibility of determining the 
elasticity of the schedule of the marginal efficiency of capital. Likewise, the 
political feasibility and profound social and economic implications of having 
the government make large loans to private individuals or companies free of 
charge are not examined. Yet many of the author’s conclusions depend in 
large part on the feasibility and economic and political wisdom of adopting 
this policy on a very large scale in order to stimulate private investment. 

Similar questions arise at many places in the latter part of the book. A non- 
critical reader could easily obtain an exaggerated impression of the finality of 
Dr. Hubbard’s conclusions for policy purposes because of his failure to stress 
their indirect effects, the practical difficulties of carrying out his proposals, 
and their far-reaching social and political implications. Nonetheless, Dr. 
Hubbard has made a contribution in carrying the theoretical analysis of 


* Joshua C. Hubbard, “Income Creation by Means of Income Taxation,” Quart. Jour. 
Econ., Vol. LVIII, No. 2 (Feb., 1944), pp. 265-89. 
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the expansionary effects of a balanced increase in taxation and expenditures 
further than has hitherto been attempted and in presenting a preliminary 
though highly incomplete and hence in somie respects misleading—discussion 
of the policy implications of this proposition. 
J. Kerra Butters 
Harvard University 


Taxes, the Public Debt, and Transfers of Income. By Donatp C. MILLER. 
(Urbana: The University of Illinois Press. 1950, Pp. xi, 153. $3.00.) 

The extensive inquiry suggested in the foregoing title is limited in the 
work, which was first submitted as a doctoral dissertation, to a consideration 
of the transfers made in 1945 by the collection of the amount of tax revenue 
needed for the cash payment of interest on the national debt. But the task, 
even though reduced by the acceptance of that objective, remained large. 

The procedure followed was first to examine the degree of progressivity in 
the federal tax structure. To that end, individual chapters were devoted to the 
personal income, corporation, social security, excise, and miscellaneous taxes. 
The payments made under these imposts, however, were not necessarily taken 
to be the actual outlays of the taxpayers. The possibility of shifting was 
examined, and the payments allocated on the basis of their assumed incidence. 
Tt was thought impossible to shift the personal income tax within the period 
of one year. Consequently the entire amount of the revenue was assigned to 
the taxpayers. The burden of corporation taxes was regarded as less certain. 
Two assumptions were made: (1) that the taues were borme by the stock- 
holders im proportion to their dividends: and (2) that only owo-thirds rested 
om this crown. the remainder beimg passed forward to comsumers im the form 
of higher prices. The tawes paid under the social security legsiztion by e- 
Mowees were allocated to them and br ome-chird each to them. 
and to comsumers. The excises and the camoms were to 
de focward and were Gscribumed om the bess of 
expenditeress. The estate and git were essomed to be pend by persone 
of tham $5000. Om the bess of the allocator, 2 
masort tale was them showing the amour of cack tat and 
weal ef taws paid be six below 31.99) and 
ending wth meee them 
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tion of $2.8 billion, only $87 million was transferred from groups with incomes 
below $5,000 to those with incomes of more than that amount. 

Under the assumption that the stockholders paid two-thirds of the corpora- 
tion taxes and consumers one-third, the percentage contributed by persons with 
incomes of more than $5,000 declined to 50, and the transfer to them increased 
to $239 million. 

The study shows a wide acquaintance with sources and a respect for the 
qualifications that attach both to assumptions and to statistical data. The ear- 
marks of thought and of objectivity of treatment are present. Although not 
subscribing fully either to the analysis or to its significance for the year 
selected, the reviewer recognizes in the closely packed content of this little 
book a substantial achievement. 

M. SLADE KENDRICK 

Cornell University 


International Economics 


The Economics of Freedom. By Howakrp S. ELtis, assisted by the Research 
Staff of the Council on Foreign Relations. (New York: Harper & 
Brothers, for the Council on Foreign Relations. 1950. Pp. xviii, 549. 
$5.00.) 


As is indicated by the subtitle, “The Progress and Future of Aid to Europe,” 
the concern of this volume is the effectiveness of the European Recovery 
Program, and what is to come after. Consistent with the past work of Pro- 
fessor Ellis, it is scholarly and analytical in character, carefully dissecting 
particular problems and, probing the implications of alternative remedies. 
This analytical approach &:ompensates in considerable part for the onrush of 
events, which are bound to outdate any book addressed to a topic of current 
interest. Though altered by the Korean war and by the defense effort, many 
of the problems considered will remain with us, and the solutions offered will 
continue to be the subject of debate. There is therefore good reason to believe 
that the hope expressed by General Eisenhower in his foreword will be realised 
—*“That Dr. Ellis’ report will serve to furnish the basis for intelligent and 
free discussion of a subject of increasing importance to this country and to 
all the world—American economic policy.” 

The plan of attack adopted divides the book into four sections. Part One 
provides, in relatively brief compass, the economic setting of the European 
Recovery Program, and stresses this program as “first and foremost an invest- 
ment project” aimed to rebuild and expand Western Europe’s capital plant 
and equipment. The inflationary impact of this program is clearly indicated, 
together with the implications for structural change which reside in the in- 
creasing reliance in Europe upon government financing of investment. As for 
the balance-of-payments problem, whose consideration carefully unfolds the 
various alternative solutions, principal reliance is placed upon resolving the 
very real “import deficit” of the United States by a further reduction of our 
tariff, which “has essentially been an anti-European tariff.” 

Part Two shifts attention from the general to the particular with closely 
reasoned and informative chapters on the position and prospects of four prin- 
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cipal Western European countries—the United Kingdom, Western Germany, 
France, and Italy. In each the dominant rdle of investment in the reconstruc- 
tion effort is featured, together with certain special aspects of each country’s 
problems—in Britain the burden of unrequited exports, in Germany the task 
of absorbing some nine million refugees, in France the weakness of the tax 
structure, and in Italy the constant unemployment resulting from population 
pressure. 

Part Three turns to a detailed consideration of European economic co- 
operation. Though agreeing that the creation of a unified competitive market 
would yield “substantial gains in productivity,” Professor Ellis cautions 
against excessive optimism either as to the size of the gains or as to the 
prospects of rapid progress toward closer integration. The gains of coopera- 
tion are future and general, its costs immediate and specific. “As a result it 
has a high political visibility.” 

The real solution to Europe’s problem of becoming self-supporting—a great 
extension of its trade with the rest of the world—is discussed in Part Four. 
Even successful integration of Western Europe holds less promise than global 
reduction of barriers, because of that region’s dependence on the rest of the 
world. The American policy of expanding multilateral trade best fits Europe’s 
needs; coupled with a really significant Point Four program of investment 
in undeveloped areas and with effective stabilization of the U.S. economy, it 
offers the best hope for the elimination of Europe’s international deficit when 
Marshall aid ceases in 1952. 

It is difficult to quarrel with the general conclusions of this book, or with 
the analysis by which they are reached. The intelligent layman, however, to 
whom it appears to be addressed, will not find it easy going. Some parts are 
rather technical and for a novice, difficult; the rather large amount of detail 
and concern with specific as contrasted with general issues may prove distract- 
ing and hinder his comprehension of the salient features of Western Europe’s 
position. Yet a serious and inquiring reader, willing to devote time and effort 
to the study of one of the most significant problems of his day, can acquire 
much enlightenment. Instead of the more common superficial discussion, he 
will find here a thorough and judicious analysis which lays bare the com- 
plexities of Western Europe’s situation and which can be consulted with con- 
fidence on a wide range of specific issues. It is well to have at least one such 
volume available. 

P. T. ELtswortH 

University of Wisconsin 


Report to the President on Foreign Economic Policies. Prepared by GorDON 
Gray, Special Assistant to the President, Eowarp S. Mason, Deputy, 
and Staff. (Washington: Government Printing Office. 1950. Pp. 131. 
40¢.) 

In this outstanding report, former Secretary Gordon Gray and his special 
staff present a carefully chosen set of foreign economic policies for the United 
States in the fourth year of the cold war, expounded in terms of the state of 
world affairs in the autumn of 1950; and mortised into the relevant political 
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and military policies of this government. All this is accomplished in the scope 
of a mere hundred pages of text, supported by some 29 well selected tables. 

A striking feature of the report is its positive tone. It begins with the as- 
sumption that our basic foreign policy objective of a just and lasting peace 
“cannot be attained by negative measures.” From this it goes on to propose and 
defend an integrated foreign economic policy which clearly recognizes and 
meets the principal difficulties which confront us in the immediate future. 

Had it not been for Korea and the magnified defense effort spurred 
thereby, aid to Western Europe and Japan could probably have been termi- 
nated in 1952. Our major efforts in the foreign economic field could then have 
been concentrated on the long-run tasks of continuing with the restoration of 
a relatively free international trading system and of aiding the economic 
development of less fortunate peoples. But Korea, rearmament, and increased 
international tension have changed all that. They mean a heavy burden on 
Western Europe from the outlays imposed by our joint defense effort, an 
intensification of the urgency to show that the western world can offer real 
relief to the poverty and stagnation of underdeveloped areas, and a new 
problem of increasingly scarce supplies of vital goods and materials. 

The Gray Report meets these challenges positively and constructively. 
Recognizing that there is a distinct limit to the sacrifices Western Europe 
can make in assuming the obligations of joint defense, it proposes that we 
extend such aid as may be needed, in addition to military equipment, for 
another three to four years. To achieve essential social and economic progress 
in underdeveloped areas, the Report places principal reliance upon an expanded 
technical assistance program, needing some $500 million a year for several 
years, and upon public lending of $600-800 million a year by the International 
Bank and the Export-Import Bank. To avoid a senseless scramble for scarce 
materials and goods badly needed here and abroad, international collaboration 
in their allocation is stressed. Nor is the long-run goal of freer multilateral 
trade forgotten: this is to be pursued by many specific measures, including 
continued cooperation in lowering trade barriers, simplification of U.S. customs 
procedures, at least temporary unilateral reduction of tariffs on scarce com- 
modities, and suitable changes in our agricultural and shipping policies. 

Worthy of particular note is the skepticism of the Report toward private 
investment as the bulwark of economic development. In view of the deterrent 
effect of international tension and, in some areas, of outright hostility toward 
foreign capital, and of the attraction of high domestic rates of return, it 
regards (soundly, in the reviewer’s opinion) continuation of the postwar flow 
of some $800 million per annum of private capital as the probable maximum, 
with the likely figure perhaps “substantially short” of this. Another good 
point is the recommendation that we abandon the policy of tied loans, on the 
ground that it is unsuited to our needs in an inflationary period, and of little 
effect anyway except on the composition of our exports. Finally, the Report 
gives in a nutshell an excellent defense for liberalism in our trade: “This 
Nation has nothing to fear and much to gain from liberal trade import policies.” 


P. T. ELtswortH 
University of Wisconsin 
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Die Selbstregulierung der Zahlungsbilanz. Eine Untersuchung iiber die Auto- 
matischen Methoden des Zahlungsbilanzausgleichs. By Emit Kine. (St. 
Gallen, Switzerland: Verlag der Fehr’schen Buchhandlung. 1948. Pp. 
x, 256. Sw. fr. 25.-.) 


Professor Kiing’s essay deals with the ways in which a balance of payments 
disequilibrium may be adjusted without quantitative restrictions, bilateralism, 
etc. Reviewing the work done so far he first assays the effectiveness of the 
various automatisms of adjustment, and, secondly, synthesizes the work of 
his predecessors, thereby adding to our knowledge. His procedure has, roughly, 
the following structure: he discusses the classical quantity-of-money-price- 
level-adjustment; continues with the modern transfer-of-purchasing-power 
theory a la Ohlin, goes on to the mechanisms of interest rates and equilibrating 
capital movements— and proceeds finally via a discussion of fluctuating ex- 
changes to a synthetic presentation of the various aspects of the problem. 
The last two substantial chapters are devoted to dynamic conditions. 

As must be expected, this book like every book has its strong and weak 
points. The strong points lie in the great detail into which Professor Kiing 
carries his analysis. In fact, this is sometimes even confusing because, in his 
attempt to deal with every aspect of the problem, Professor Kiing frequently 
goes outside his original assumptions and discusses, say, multiplier effects or 
abnormal capital movements in the contexts of full employment and long-run 
equilibrium. Of course, there is method in this, for it is Kiing’s way of dis- 
cussing the limits of a particular process of adaptation. Nevertheless, it also 
reveals a weakness of his approach which I shall try to sketch presently. For 
American readers the all-too-brief sections (pp. 48-56) on the interlocal move- 
ment of funds based on Lésch (Raumliche Ordnung der Wirtschaft) and 
Hayek (Monetary Nationalism and International Stability) should be of 
particular interest, since these aspects are traditionally rather neglected in 
Anglo-Saxon discussions. 

? The weakness of the book lies in the fact that Professor Kiing nowhere 
. seriously undertakes to show the quantitative conditions necessary for the 
attainment of equilibrium. There is no discussion of stability conditions in 
connection with the multiplier, and not more than hints as to the elasticity 
conditions necessary to make devaluation (for example) an effective means of 
eliminating a disequilibrium. Only towards the very end does Kiing mention 
that “domestic elasticities may be such that a devaluation will not activate 
: the balance on current account. Tinbergen gives certain graphic and empirical 
data, but it is not clear how much they prove.”* 


Now it can be commented that in a basically theoretical book the question 
whether a certain constellation of elasticities exists in reality is not really 
relevant. Nor do I wish to be particularly critical. The reason why Dr. Kiing’s 
essay actually suffers from the absence of a clearcut quantitative discussion 
and from the absence of a schema such as Metzler gives in his Transfer Prob- 
lem Reconsidered? is that it has forced Dr. Kiing into an unnecessarily clumsy 


' Kiing, p. 250. The translation is correct though not literal. 
* Journal Political Economy, June, 1942. 
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originality. Actually the last two chapters deal with much the same complex 
of questions as Metzler’s article. They go much beyond Metzler in dealing 
not only with balance-of-payments adjustments through movements of output 
and employment, but also through the classical and neo-classical mechanisms. 
Dr. Kiing has many interesting things to say on the limitations of the effec- 
tiveness of, e.g., the transfer-of-purchasing-power mechanism during a business 
cycle. It is for this reason that one notes with regret the absence of a quantita- 
tive schema which would have made it possible to be more concise and which 
would have changed a collection of many interesting and suggestive points to 
an overdue original contribution. 
W. F. STOLPER 
University of Michigan 


Bretton Woods en het Internationaal Monetair Bestel (Bretton Woods and 
the International Monetary Order). By H. J. Stoxvis. (Leiden: H. E. 
Stenfert Kroese. 1948 Pp. 448.) 


Do the Bretton Woods proposals point to a new monetary standard? How 
do they relate to the gold standard? Is the International Monetary Fund a 
Central Bank of Central Banks? These are the main questions to which this 
book, a thesis at the Rotterdam School of Economics, is devoted. Chapter I 
on the theory of the gold standard, Chapter II on the development of this 
theory in the interwar years and a few sections of Chapter III on the Bretton 
Woods propcsals carry the analysis which leads up to an answer to these 
questions. Especially in the latter part, however, this analysis gets somewhat 
lost amidst a running translation into Dutch of the Keynes Plan, the White 
Plan and the Articles of Agreement of the Fund and Bank, plus a commen- 
tary on all this which leans heavily on Halm’s /nternational Monetary Co- 
operation. Another hundred pages give the complete English version of the 
Fund and Bank Articles of Agreement, schedules and all. 

The author posits as the only meaningful concept of a monetary standard 
that in which there is a fixed relationship between the unit of account and a 
combination of commodities. The essence of a monetary standard is there- 
fore the stabilization of a price index. But Stokvis sees this stabilization ap- 
parently not as a central bank policy which at times might give way to another 
policy in order to attain more ultimate objectives of the national economy, 
but as part of a super-human “order.” (The word “bestel” which occurs in 
the Dutch title is hardly ever used without an adjective such as “heavenly.’’) 
Thus he writes that the central banks must not be able to influence the 
monetary standard (p. 21) and that a standard which can be managed is a 
logical absurdity (p. 38) and not really a standard (p. 90). The Goudriaan- 
Graham commodity standard, which links the monetary unit to a package of 
raw materials, is considered impure as a monetary standard because it is 
still linked to particular commodities and because under it the supply of 
these commodities can still influence the money supply. 

Against this criterion of a monetary standard, the Keynes and White Plans 
and the Fund are obviously found wanting. “Like the Keynes Plan, the White 
system lacks a standard. White wanted to create an international standard 
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and provided a mechanism for this, but he forgot to indicate its criterion, the 
standard itself” (p. 273). And “a mechanism of adjustment in an international 
monetary system without an independent monetary standard is like a ship in 
a fog without a compass” (p. 90, and again, but now in quotation marks, on 
p. 326). 

To this reviewer, the deductive and absolute criteria which Stokvis applies 
to a monetary standard appear somewhat far fetched. Approximate price sta- 
bility is a worthwhile objective of economic policy in most circumstances, but 
it is not an immanent attribute of perfect money. The intense interest in price 
stability seems indeed to be something of the past. The absence of price 
stability or any similar standard among the purposes mentioned in the Fund 
Agreement does not indicate obliviousness on the part of its drafters; it points 
rather to the fact that in the ’forties and ’fifies economic policy is concerned 
with more ultimate economic objectives than it was in the ’twenties and 
‘thirties. The second purpose of the Fund would seem to provide more and 
better guidance to international monetary policy than could be obtained from 
Stokvis’ standard. It states that the Fund is “to facilitate the expansion and 
balanced growth of international trade, and to contribute thereby to the pro- 
motion and maintenance of high levels of employment and real income and 
to the development of the productive resources of all members as primary 
objectives of economic policy.” 

Nothing in the admittedly short history of the Fund indicates that it was 
hampered in its policies by lack of a standard. Stokvis is on firmer ground 
when he stresses the limitation of the Fund’s powers and argues that it can- 
not be considered as a Central Bank of Central Banks because it lacks most 
of the instruments of a central bank (rediscount policy, open market policy, 
reserve requirements). 

The question whether the Fund is a reincarnation of the gold standard is 
essentially a sterile one, depending on what particular aspects of the gold 
standard and of the Fund one wants to stress. The provisions for a uniform 
change in the gold price and for the devaluation of individual currencies are 
incompatible with a gold standard in Stokvis’ terminology and he answers his 
question, therefore, in the negative. 

The author’s attempt to interpret the main provisions of the Bretton Woods 
Agreements is satisfactory as far as it goes, and the resulting text provides an 
accurate description. The Articles are, however, as the author states in a foot- 
note, “rather complicated” and any but the most painstaking translation is 
likely to lead to minor errors or to possible confusion. Thus Stokvis has ap- 
parently misunderstood the secondary repurchase provision (Art. V.7b(ii), p. 
292); and when he lists the conditions in which the Fund may be used for 
capital transactions (Art. VI.2, p. 294), it is not clear whether these conditions 
have to be fulfilled separately or jointly. There is also a mistake on page 318, 
where the maximum initial gold and dollars holdings of the Fund are cal- 
culated as equal to the U. S. contribution plus 25 per cent of all quotas, thus 
counting twice the gold portion of the U. S. contribution. 

J. J. Potak 

Washington, D.C. 
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The Balance of Payments and the Standard of Living. By R. G. HawTReY. 
(London and New York: Royal Institute of International Affairs. 1950. 
Pp. 158. $1.75.) 

Here is Mr. Hawtrey’s diagnosis of Britain’s postwar economic situation. 
The preface is dated March 1950; at that time the favorable effects of the 
1949 devaluation had already begun to appear. But according to Mr. Hawtrey 
the devaluation was a “profound miscalculation”; British exports were suffer- 
ing from “delays in delivery” due to the over-employment of British industry, 
but not from “excessive costs” (pp. 98-99). Evidently Mr. Hawtrey’s thought 
runs in terms of the purchasing power parity doctrine (pp. 17, 70, 101, 142); 
since there was no disparity in costs and prices, there seemed to him no need 
for devaluation. Whatever we may think of this doctrine generally, its ap- 
plicability to the British case is surely open to question. The loss of foreign 
investments alone made a big hole in Britain’s balance of payments, and in 
the face of a structural change of this sort price-parity calculations become 
largely irrelevant. 

Mr. Hawtrey’s case against devaluation rests mainly, however, on the 
ground of inefficacy. Imports are assumed to be irreducible. Because of in- 
elastic American demand, “the dollar proceeds of British exports are reduced” 
and so devaluation “makes matters worse” (pp. 61-63, 127-28). Whether or 
not Mr. Hawtrey’s estimate of elasticity is warranted, it relates only to 
British exports direct to dollar markets. Only in one place (p. 104) does 
there seem to be a recognition of the possibility of improving Britain’s dollar 
balance through the displacement of American by British exports in third 
markets. Mr. Hawtrey abruptly shuts off this hopeful prospect by asserting 
that the resources necessary to produce additional exports are not available 
(p. 105), except through diversion from domestic uses, which in turn is prac- 
tically impossible. In consequence, the rise in the sterling value of the dollar 
is expected to provoke a rise, in about the same proportion, in British wages 
and prices (p. 111). 

The crux of the matter is the insufficiency of productive resources and the 
impossibility of diverting them into production for export. The picture is that 
of an overstrained and rigid economy. Undoubtedly it corresponds in large 
measure to reality; but one important feature of reality is missing: the increase 
in productivity and aggregate output. No one would gather from reading this 
book that in the years 1946-50 British industrial production increased by some 
40 per cent. Here, of course, was a source of additional means available for 
closing the external gap without the need to divert resources from domestic 
consumption or investment. This source could hardly have been overlooked if 
the relation between the balance of payments and the standard of living had 
been viewed in the framework of national income analysis; but national income 
analysis in this book is conspicuous by its absence. 

Apart from the postwar dollar problem, which is treated as a reflection of 
postwar re-equipment needs, Mr. Hawtrey discusses two long-range problems: 
a long-range dollar problem, which he regards as a serious possibility, and a 
“primary products problem” arising from the industrialization of under- 
developed countries. Although the latter is discussed under the heading of 
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“An Intractable Adverse Balance,” it looks more like a terms-of-trade than a 
balance-of-trade problem. Whatever the exact nature of the future trouble 
may be, the passages dealing with the long-range weakening of Britain and 
Western Europe in the international economy are among the most interesting 
in the book (pp. 54-60). Hints are thrown out later as to the possible need 
for “weak” countries to discriminate against the “strong,” but no clear pre- 
scription emerges. 

The dominant theme of the book is the limited extent to which the price 
mechanism can be relied upon to rectify international disequilibria of a 
fundamental and persistent character. Although in the special British case 
Mr. Hawtrey seems opposed to any change in the exchange rate from the 
outset, his general position is that a rate of exchange is to be found that 
maximizes the foreign exchange proceeds of a country’s exports; at that rate, 
imports being unresponsive, an adverse balance may still remain; what is to 
be done? In his view the main alternative remedy, for both the postwar and 
the long-range disequilibria, is the application of controls and restrictions. But 
he has nothing new to propose as regards controls and restrictions. In fact, 
he often seems unconvinced of their efficacy. His remarks on planning in 
general are quite reserved. As for exchange control, he states categorically 
that it “ought to be abandoned at the earliest practicable opportunity” 
(p. 126). 

Altogether this is in some ways a puzzling book. Apart from a dig at 
Keynes, there is no reference to any technical economic literature. The factual | 
evidence is somewhat scrappy; the policy conclusions are unconstructive. 
And yet the book is definitely of value. It can serve, on this side of the 
Atlantic, as an effective introduction to Britain’s economic problems. It pro- 
vides a useful reminder of the hard circumstances which, on the other side, 
have caused even so “orthodox” an economist as Mr. Hawtrey io shed some 
of the traditional faith in the working of market forces in international eco- 
nomic relations. It contains much that even the expert will find instructive. 
On a variety of special topics, such as suppressed inflation, state trading, 
sterling balances and intra-European settlements, Mr. Hawtrey produces 
illuminating points of information as well as of appraisal. 

RAGNAR NURKSE 

Columbia University 


Le Controle des Changes. Rapport General. By A. Piatier. (Paris: Conference 
Permanente des Hautes Etudes Internationales, 1947. Pp. 202. 250 fr.) 


In August 1939 the International Study Conference met at Bergen to dis- 
cuss the broad topic “International Policies and Peace.” A series of reports 
dealing with exchange control in various countries of Europe and Latin 
America had been prepared for the conference. 

Mr. Piatier summarizes in his book the findings of this foreign exchange 
inquiry, draws general conclusions based on the experience with exchange 
control in various countries, and finally attempts to analyze critically the 
whole problem of exchange control. His report was written in 1939. After 
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the war it was decided to have it published despite the profound changes 
which had taken place in the world economy, perhaps mainly for the reason, 
as the author says, that exchange control systems established during and 
immediately after the war have not added any new elements to the technique 
of monetary management. 

In addition to this general and very good book by Piatier, the International 
Study Conference published very useful reference monographs dealing with 
the exchange control in Latin America, Argentina, Germany, and Bulgaria. 
Two more volumes will cover other countries on the European continent, the 
United Kingdom, Japan, and New Zealand. 

In the general report Mr. Piatier discusses in broad terms the problems of 
the exchange rate and exchange control, and the balance-of-payments equi- 
librium. It is interesting to note his distinction between the balance of 
accounts and the balance of payments which has frequently been used by 
French economists. Balance of accounts (la balance des comptes) is defined 
as a total of claims and debts of a country during a period of a year, showing 
a surplus or a deficit. The balance of payments includes the balance of 
accounts plus new placement of foreign capital in a country and the country’s 
placement of capital abroad during a period of one year. While equilibrium 
is the rule for the balance of payments, it does not apply for the balance of 
accounts. 

The book deals with the various forms and stages of exchange control from 
the exchange equalization account to a complete control of exchange trans- 
actions and exchange rates. What had been contemplated as a temporary 
exchange measure to protect a country’s balance of payments was transformed 
step by step into an instrument to control and regiment the national economy, 
and into a weapon of economic warfare. Since 1939 several books have been 
published in this country which discuss in detail various aspects of exchange 
control in Europe, especially in Germany. Their findings and conclusions 
agree mostly with those found in Piatier’s report. 

At the end of his thorough analysis the author asks two important ques- 
tions related to the function and justification of exchange control. The first— 
Can exchange control maintain the stability of the exchange rate?—is an- 
swered in the negative. Exchange control cannot be separated from a slow 
process of devaluation and becomes a simple instrument of exchange rate 
adjustment. It does not cure the causes of a balance-of-payments disequi- 
librium; it deals only with its symptoms. Equally negative is the answer to 
the question as to whether exchange control can protect a country’s economy 
from fluctuations of world economy, an objective which was pursued and 
formally proclaimed by Germany during the Schacht regime. As the author 
rightly remarks, it is impossible to receive advantages from world prosperity 
without being subjected to the effects of world depression. 

Exchange control as established in the thirties does not represent a new 
monetary system, and its unfavorable effects outweighed its positive results. 
In conclusion the author expresses the view which was very common in the 
immediate postwar period that exchange control may and will be abandoned 
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once the policy of economic nationalism is replaced by real international eco- 
nomic cooperation. 

The main conclusions of the report appear convincing. However, the basic 
statement that the exchange control systems established since 1939 have not 
added any new elements to the technique of monetary management needs to 
be qualified. New problems have emerged which require perhaps a different 
treatment. Further studies in this field are necessary to re-examine, for in- 
stance, the policy of full employment or the policy of development of back- 
ward areas in their relation to the monetary and exchange systems or to ex- 
plore the possibility of using the device of planned balance-of-payments 
deficit under the free exchange system. 

A. BascH 


Washington, D.C. 


Business Administration 
Cost Accounting and Analysis. By Cart THomas Devine. (New York: Mac- 
millan. 1950. Pp. xv, 752. $5.00.) 

The author of this book has attempted to extend the area covered by the 
usual text in cost accounting to include some of the tools of cost analysis used 
by the economist and the industrial engineer. To the extent that he has suc- 
ceeded in interrelating these tools with accounting techniques of analysis, he 
has indeed made a significant contribution. 

The book is divided into three sections. Section One is concerned with the 
mechanics of cost gathering and, with little introduction, plunges into the 
problem of manufacturing or overhead expense under the topic of “Depart- 
mentalization” (Chapter III). There follow two chapters explaining process 
costs and a chapter illustrating process costs, the latter more in the nature of 
an exercise in joint products, and two chapters on joint costs. The rest of the 
section devotes three chapters to job order cost and one chapter to estimated 
costs, the latter generally used as a transition to standard costs. 

Section Two has as its purpose the development of accounting techniques for 
cost control. The topic of costs systems carried part of the way in Section One 
is temporarily put aside and the initial chapter deals with a general discussion 
of system design, followed by a chapter dealing with the factory ledger. There 
follow four chapters on materials handling, pricing, and control, three chapters 
concerned with labor cost, social security tax requirements, and incentive 
wage payment plans. The reader is then returned to a consideration of cost 
systems with the next six chapters dealing with standard costs. The final 
two chapters in this section treat of gross profit variation and control of dis- 
tribution costs. 

Section Three marks a complete departure from the usual cost accounting 
text. Here an attempt is made with some success to relate the cost accountant’s 
techniques to those of the economist in dealing with such topics as optimum 
output, factor combination, selection of plant, size, plant shutdown and 
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abandonment, selling cost analysis, and the relationship of cost to pricing 
policy. There are ten chapters in this section including a final chapter on uni- 
form cost accounting and price discrimination. 

Each chapter is followed by a series of interesting and provocative questions. 
In addition, the author has furnished an abundance of exercises and problems, 
some original and some culled from accounting examinations in this country 
and elsewhere. There are no practice sets furnished. 

It can be seen that this book covers a vast amount of material with stress 
on theoretical considerations. The manner of coverage, in the opinion of the 
reviewer, makes this text impractica! for a beginning course in cost accounting. 
The sequence followed in setting forth the approach to cost determination, the 
relative space allocation (four chapters to materials in section two, three chap- 
ters to labor in section two, and one chapter to manufacturing expenses in 
section one), and the heavy reliance on problems of the C.P.A. type would 
indeed make this a difficult text to use in a beginning course in cost accounting. 
However, for those students who have taken work in cost accounting and basic 
economic analysis, this textbook should provide an effective and challenging 
experience. While much of the economic analysis found in the pages of this 
text would be in the nature of review, the additional material and the problems 
would provide the basis for an excellent course in cost analysis. 

One might take issue with the author on several points. The last-in, first-out 
method of pricing inventory issues is almost dismissed with the statement (p. 
320) “Since the income taxing authorities now permit the use of last-in, first- 
out to be used in the determination of net income for taxing purposes, this 
method has increased in popularity, although it may never be one of the more 
popular methods.” No mention is made of the restrictions placed upon the 
taxpayer adopting this method as contained in Regulation 111, section 29.22 
(d)-2. Still on the topic of pricing of goods, the treatment of cost or market, 
whichever is lower (pp. 338-39) as if it were an independent method rather 
than as one requiring first a choice of cost (exclusive of LIFO cost) and to 
matching it to market prices is not in accord with general usage. 

In introducing estimated cost systems, the statement is made (p. 209) “As 
a rule, differences between estimates and actual costs are assumed to be the 
result of errors in estimating, and such differences are distributed to the proper 
accounts so that at the end of the cost period all account balances are stated 
in terms of actual costs.” This following a discussing of job order accounting 
using predetermined manufacturing expense rates and developing the begin- 
ning of variance analysis seems illogical. As a matter of fact, in the paragraph 
following the quoted statement, the reader is advised that estimate cost 
systems may be used to further cost control and are similar to standard costs. 

The introduction to the chapter dealing with optimum output is unfortu- 
nate. It is maintained that the material covered in the first two sections of the 
book concerned itself with “. . . the assignment of costs to product and the 
careful control of costs in order to keep them as low as possible are of little or 
no use in the problem of short-run output for maximum profits or minimum 
losses.” This follows an extended discussion of standard costs and flexible 
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budgets which includes a review of costs under various levels of output using 
plant and equipment already in existence. 

The computation of federal and state unemployment compensation insurance 
taxes on the employer show the expense titles reversed (p. 371) and the entry 
for sales (p. 211) shows an erroneous amount. There are other errors of typo- 
graphical nature. 

While one may take issue with various aspects of this book, one must pay 
tribute to Professor Devine for his ability to handle such a wide range of 
accounting and economic topics and to grapple with the many theoretical 
concepts involved. The extended treatment given cost analysis in this book is 
bound to be reflected in cost accounting texts to be written in the future. 

MicHaeEL SCHIFF 

New York University 


Research Study on Variation of Costs with Volume. Three bulletins published 
by the National Association of Cost Accountants: The Variation of Costs 
with Volume (June, 1949); The Analysis of Cost-Volume-Profit Rela- 
tionships (December, 1949); The Volume Factor in Budgeting Costs 
(June, 1950). 75 cents each. 


It seems clear that some of the techniques of the modern economic analysis 
of the firm and other developments in theory are beginning to be reflected in 
the writings on cost accounting and business management. References to such 
a concept as marginal cost appear in new texts on cost accounting. In a contro- 
versy such as that which recently occurred over the extent to which the mar- 
ginal analysis is actually used by businessmen, many have thought that al- 
together too little attention was given to the conventions and techniques of 
accounting used for the purpose of making business decisions. Many econ- 
omists interested in the integration of costs, management, and theory will 
find this recent study by the N.A.C.A. on the variation of costs with volume 
to be of value. 

The purpose of the study, as stated by the research committee of the 
Association, is to aid management in setting up budgets and accounting data 
for dealing with controllable cost factors under various assumed conditions. 
The committee made use of existing literature on the problem and also infor- 
mation supplied by about fifty large firms in regard to their use of cost-volume- 
profit analysis methods. The first study of this series was under the title of 
“The Variation of Costs with Volume” (Series 16, June 15, 1949); the second, 
“The Analysis of Cost-Volume Profit Relationships” (Dec. 1, 1949); and the 
last one was called “The Volume Factor in Budgeting Costs” (Series 18, June 
1950). The first study begins with the definition of fixed and variable costs 
and the methods of determining these costs and their variations with volume. 
Costs are not inherently fixed or variable but result from managerial policy 
in acquiring buildings, machines, and certain personnel in a period of time. 
Even direct labor can be a fixed cost under certain conditions (p. 1223). 
With the general use of an accounting period and assumed conditions, certain 
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costs are independent of volume changes. This is an important fact for man- 
agement policy. It is also necessary to keep in mind that changes in prices 
and in policies will also change fixed costs. The concept of variable costs, 
mainly materials and certain types of labor, also rests on the assumption that 
there are no changes in prices of factors, methods of manufacture, product, 
or in product mixture. There is usually a third classification of semivariable 
costs which have to be broken up on some basis between fixed and variable. 
This customary classification of costs rests on definite assumptions about plant, 
price, and management policy and must be revised when any important change 
occurs. As few firms are able to express volume in terms of physical produc- 
tion because of varied products and activities, it becomes necessary to try to 
find some unit to measure over-all volume, such as sales dollars or labor hours. 
Where there is a great diversity of products and a changing mixture, separate 
analyses must be prepared for each product. Simple correlation techniques 
such as the scatter charts may be used to study the rates at which costs have 
varied with volume. In actual practice this correlation is often found to be 
very low because of the failure to consider the nonvolume factors such as 
changes in the plant, materials, methods, hours of work, prices paid for factors, 
and other items. 

The second bulletin describes the methods and use of data made by the 
firms covered in the field study and the interpretations of the results. Among 
these firms, the use of the break-even analysis is common. Of the fifty firms 
studied, thirty-one of these firms prepared a cost-volume analysis as part of 
their budget and twenty-eight used the break-even chart. Although it was 
found that the break-even chart was widely used and was an important device 
of management, it was the conclusion of the committee that other data derived 
from cost-volume-profit relationships were more important. More often man- 
agement decisions require information about specific products or product lines. 
Because of the necessity for the allocation of fixed costs on a more or less 
arbitrary basis and the fact that the break-even analysis often proves to be 
unreliable, most of the firms studied calculated the marginal income contribu- 
tion toward the total fixed costs. (The amount of the sales dollars available 
to cover fixed costs and profit after allowances for variable costs. This is com- 
monly referred to as the “contribution” principle.) In contrast to the data for 
the break-even analysis, these marginal income ratios can be determined 
without allocation of common costs and constitute an important and useful 
approach to the entire problem. The committee concluded that the value of 
this whole cost-volume-profit analysis rests on the reliability of the data and 
the ability of the firm to control costs. Great care must always be used in the 
interpretation of any analysis of this kind because of nonvolume factors. 

The third study, including some forty-five firms, covers the problem of 
volume in budgeting costs. The over-all plan or master budget is usually 
made for one year and must be predicated on a forecast of sales volume, Most 
of these firms worked out variations of costs for volume. By flexible budgeting, 
allowances can be established for a desired volume and the prediction of costs 
made before the work is begun. In most of the companies it was found that 
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there was coordination of the master and flexible budgets with standard costs 
together with forecasts for variance due to volume. 

This study, although intended for the cost accountant or budget director 
of the large industrial firm, does have considerable significance for the person 
interested in modern economic analysis. As might be expected, there is clear 
and unmistakable evidence in these studies of the general usefulness and im- 
portance of the whole concept of fixed and variable costs. Although the break- 
even technique is common, it has only limited reliability. Marginal calculations 
form a basis for certain types of business decisions. Usually these calculations, 
however, are made on the basis of a block or a batch of units (total aggre- 
gates) rather than by a “unit dosing method” as portrayed in elementary 
theory. In view of such studies, the two-dimension analysis of cost and vol- 
ume as set forth in the usual text is very superficial. It is even difficult to say 
what we mean by volume if one firm makes several hundred products and has 
a great variety of activities. Too much stress cannot be put on the fact that 
there are many important factors which may affect costs other than volume. 
Any attempt to portray business decisions as the result of arithmetic computa- 
tions from actual accounting or statistical data can be made only with serious 
limitations. It is hoped that economic analysis may in time make important 
and useful contributions which will affect accounting techniques and concepts 
but it will take time for accountants to work out devices and methods to bring 
about these refinements. 

LAWRENCE R, CHENAULT 

Hunter College of the City of New York 


Industrial Organization and Markets; Public 
Regulation of Business 


The Regulatory Process in OPA Rationing. By Victor A. THompson. (New 
York: King’s Crown Press, Columbia University. 1950. Pp. xi, 466. 
$5.75.) 

The available scientific literature on consumer rationing in this country 
is so scanty that any serious contribution to it would be welcome. This is not 
primarily a book about rationing. The place of rationing in a general 
regulatory system of mobilization and stabilization controls, its consequences 
on economic behavior, and its uses and limitations as a tool, are outside the 
author’s scope; so also are the political, managerial and public relations prob- 
lems of rationing. 

Instead, this is a case study in the processes of administrative law-making 
(he calls it decision-making, or planning), and more particularly a valiant 
and self-conscious effort to pioneer in thinking about the official behavior of 
the people who wrote and issued the regulations. Taking the rationing pro- 
gram goals for granted, the author seeks to explain why the regulations were 
written as they were, to point out some of their faults and absurdities, and in 
the end to challenge some commonly held concepts of administrative organiza- 
tion and practice. His experiences in OPA’s fuel rationing branch and his 
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research in OPA files furnish the illustrative materials, or ammunition. The 
innovations consist chiefly in the behaviorist approach to official action and 
in the unconventional terminology and organization of the analysis. The 
results are sometimes enlightening, but often only exasperating. 

To begin with terminology, it is a highly restricted view of the “regulatory 
process” to equate it, as the book implicitly does, with the headquarters 
decisions upon, and the language of, regulations, amendments and orders. On 
the other hand, it is only an unconventional extension of the term “planning” 
to make it include all such decisions taken with the calculated intention of 
influencing the conduct of others. The same can be said about using “com- 
munication” (p. 330) to include persuasion. There is real danger of confusion, 
however, in the distinction drawn (p. 18) between the “administrative” and 
the “legal” technique (much to the disparagement of the latter)—the one 
influencing conduct by making the desired course seem the more attractive of 
alternative options, while the other only promises punishment for failure to 
take the course prescribed. This obscures the facts that a choice is available 
in both cases, and that both techniques are familiar in legal tradition. It 
amounts to saying that you can catch more flies with honey than with 
vinegar, if you have some honey. OPA’s charter gave it very little of that to 
dispense. 

It is not easy to summarize even the major substantive points in the 
author’s wide-ranging argument. In the field of administrative theory, he 
observes that because each rationing branch embodied the agency’s major 
purpose with respect to the commodities in its charge, all “clearances” out- 
side the branch—the “overhead”—seemed to branch members to be merely 
misinformed or misguided obstacles to progress. This raises important prob- 
lems of administrative organization but his own worm’s-eye view as a branch 
member hinders objective discussion of them. He concludes that “staff” and 
“line” are largely myth, and that people worked better as a team when no 
hierarchical distinctions of status were drawn among them—a salutary lesson 
from psychology, within limits. But he overlooks the value of hierarchy in 
allocating responsibility. Moreover, his principal evidence here is an extended 
discussion of the gasoline eligibility committee, which was not an operating 
branch but an informal appeals board whose function was to find reasons for 
saying no. He is on less debatable ground when he argues, again from psy- 
chology, that the branches became so far the captives of the logic of their own 
major purposes that they were unable by themselves to make the changes 
in rationing policy that political forces ultimately demanded. This suggests a 
theory of bureaucracy, the ramifications of which in the literature on that 
subject are not explored. 

Much of the rest of the book is devoted to questions of jurisprudence 
(though he does not use that term) and of legal draftsmanship; it serves 
also as a vehicle for vehement attacks on lawyers and their ways. Most of 
the questions are equally applicable to statute law-making, and some of them 
to court decisions as well. Over the years they have been the subject of a 
considerable body of legal scholarship in jurisprudence and legislation. There 


| 
| 
| y 
| 
. 
‘ 
| 
— 
| 


492 THE AMERICAN ECONOMIC REVIEW 


is room here to say only that the author appears not to have contaminated his 
thinking by reading what lawyers have written about decision-making and 
legal draftsmanship. 

Harvey C. MANSFIELD 


The Ohio State University 


Corporate Finance and Regulation. By Cuetcre C. Bostanp. (New York: 
The Ronald Press. 1949. Pp. vii, 529. $4.25.) 


According to the Preface, the author’s aim is to give “a broad and balanced 
view of the American business corporauon as it exists today in an environ- 
ment strongly colored by government regulation.” The book does not presume 
to deal with individual financial topics as exhaustively as do other texts. It is 
important that the reader keep this point of view in mind, else he will find 
himself criticizing its shortcomings as a textbook in finance, 

The volume begins with the conventional textbook approach. The corpora- 
‘tion is described; its development traced from early Roman times; its ad- 
vantages and disadvantages are compared with those of non-corporate forms 
of organization; and the routine for incorporation is described. Then follow 
several chapters containing a detailed description of the technical provisions 
found in typical stock and bond contracts. 

The treatment at all times is general. The first eight chapters of the book 
to which this subject matter is confined probably present the best general 
survey of business finance available. There is a minimum of the management 
point of view (i.e., under what circumstances is this or that procedure or device 
most appropriate), the author’s apparent objective being to give the reader 
the perspective needed to understand the growth of and necessity for govern- 
ment regulation. 

That the book is not intended for use as a text in the usual corporation 
finance course becomes obvious when the discussion gradually shifts from 
the corporation itself to the place of the corporation in the social scheme. 
Here a series of chapters is devoted to corporate growth, combination and con- 
centration, the trust problem, monopolies, regulation of railroad and public 
utility rates, and other regulatory trends. 

The reader is constantly tempted to think of the book as another text in 
finance and to forget that the financial description of the first part is intended 
only as background material for the later discussion of regulation. If this 
objective is kept clearly in mind, the book fills an existing gap in financial 
literature. 


Wrrrorp J. E1ITrEMAN 
University of Michigan 


War Economics of Primary Producing Countries. By A. R. Prest. (New 
York: Cambridge University Press. 1948. Pp. ix, 308. $4.50.) 
This book presents a systematic investigation of the general economic 
problems of a selected group of primary producing countries during the 
1939-1945 war period. The countries chosen are India in the Far East, seven 
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countries in the Middle East and the British Crown Colonies, Nigeria and 
Trinidad. Detailed analyses are presented of the problems in India, Palestine 
and Egypt, and shorter analyses of those in the other countries, the length 
depending on the amount of information available. 

Although the title of this study might suggest an analysis dealing with 
highly specialized economies with common problems, the countries covered 
show both similarities and differences. They experienced similar problems in 
applying “Western” controls and inducements to populations dependent 
largely on primitive agriculture; they were all plagued by hoarding and fear 
of hoarding; they all experienced difficulties in gathering accurate information 
on internal conditions, but they were confronted with a somewhat simplified 
analysis because the commodities and industries represented were not numer- 
ous. On the other hand, the countries differed in area, population density, 
climate, geography, resources and economic structure. The contributions that 
they were called on to make during the war were diverse. Some that had been 
dependent on outside sources for food were required to become self-sufficient in 
this respect; others became increasingly vital sources of materials and man- 
power for the Allied forces. 

Each of the countries is analyzed under a standard procedure. First, physi- 
cal changes, including so far as possible those pertaining to manpower, pro- 
duction, and consumption, are appraised. Second, financial changes concerning 
money supply, prices, incomes and sterling balances are considered. Third, the 
two foregoing aspects are brought together in a discussion of inflation and 
controls. Finally, perhaps the most interesting section devoted to each 
country is the critique of war organization and conclusions of the author. 

In some of the countries, the problem of wartime controls was made diffi- 
cult by the diverse interests and clashes within the population. In Palestine, 
for example, it has been said that the only matter on which the Jews and 
Arabs were in unanimous agreement was opposition to further increases in 
taxes. The Sudan was confronted with a mixture of Arabs, Nubians, Berberines 
and miscellaneous races with different types of living. In Cyprus, on the 
contrary, the population was relatively homogeneous. 

A general characteristic of the primary producing countries, emphasized by 
the author, is the fundamental rigidity of their economies. Limited supplies 
of land and capital equipment and excessive dependence on imports made it 
inevitable that a large expansion of incomes would spend itself on higher 
prices rather than increased volumes of output. The countries did not show 
large increases in output even under strong stimulus. The countries as a rule 
were heavily dependent on imports and the sharp drop in receipts of essential 
materials dealt a serious blow to them. 

The author believes that the policy of the Allied Powers was at fault in 
not utilizing more fully the reserves of labor in the primary producing 
countries. Nowhere among the countries covered, with the possible exception 
of Trinidad, were wartime demands for labor sufficient to make serious in- 
roads on the reserves of labor. This, parenthetically, occurred while the more 
highly industrialized countries experienced acute shortages almost without 
exception. The author feels that any attempt to utilize Indian resources in 
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the best possible way should have aimed at recruiting a large army but equip- 
ping it and possibly even feeding it from overseas. 

A common characteristic of the primary producing countries is their 
susceptibility to inflation and deflation. The need for controls is great where 
supplies are subject to the irrational and volatile fears of ignorant peasant 
producers and the unscrupulous deals of greedy merchants. Except in such 
countries as Cyprus and Trinidad, smuggling across borders was difficult to 
control. The main reason, however, why the governments did not take ade- 
quate action to curb inflation was their unwillingness to do so. The greater 
the rise of prices, the greater the profits of local producers and merchants 
and the accumulation of foreign balances. This attitude occurred even though 
the obstacles to price falls were far less in the primitive economies than in 
the more advanced economies. Such deterrents as trade unionism, widespread 
combinations and associations of businesses and relatively small internal debts 
calling for government protection were not generally strong price-supporting 
elements. 

Despite the inflationary tendencies in the primitive economies, the author 
cautions against the conclusion that the high degree of inflation hindered the 
war effort. Some measure of inflation, he asserts, was necessary. There is at 
least no convincing evidence that the large expansion of money demand was 
directly responsible for limiting the output of producers. 

An obvious point revealed by the wartime experience in the economies was 
the difficulty of increasing the rate of savings and thus increasing industrial 
capacity from within the country even in such periods of stress. Even the 
consumption expenditures of the wealthy is in many instances a high per- 
centage of income. Those who make their savings available for new ventures 
usually are interested mainly in projects capable of yielding quick returns 
and high profits. Adequate imports of capital goods are vitally necessary to 
increase per capita output and this increase is itself the strongest safeguard 
against inflationary tendencies. 

The author brings together a considerable volume of data from personal 
interviews and correspondence as well as published sources, and displays 
adeptness in weaving the data into his analysis. He is somewhat overzealous, 
however, in his guidance of the reader by an excessive use of such terms as 
“we have seen” and “we shall see.” The book would be improved by letting 
the reader decide for himself in more cases what he has seen or is expected 
to see. 

G. Fritz 

Washington, D.C. 


Public Utilities; Transportation; Communications 
Transforming Public Utility Regulation. By Joun Bauer. (New York: Har- 
per and Brothers. 1950. Pp. xi, 367. $5.00.) 


In this book, an old fighter for effective public utility regulation returns 
to the problem which first concerned him twenty-five years ago. And the 
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theme, with some new variations, is the same as in the older book.’ Regulation 
is to be made effective on the basis of a strict application of the cost-of-service 
principle. The occasion for a review of the status of this perennial problem is 
the altered position taken by the Supreme Court in reviewing the constitu- 
tionality of the regulation of natural gas pipe-line companies by the Federal 
Power Commission under the Natural Gas Act of 1938. The hopes raised by 
two crucial decisions, beginning with the Natural Gas Pipeline Company case 
of 1942? and continuing with the Hope Natural Gas Company case of 1944, 
have generated a flood of literature addressing itself to this and related 
problems. 

The analysis is presented in two parts, of which the first concerns itself 
with the “nonadministrability” of regulation in the past, and the second 
deals with “making future regulation administrable.” As a background for 
his proposals, the author traces the federal Supreme Court decisions from 
Smyth vs Ames (always characterized as the villain of the piece) in 1898 to 
the Los Angeles Gas and Electric Co. decision in 1933, and then proceeds to 
show how the new Supreme Court decisions have provided the opportunity 
for a new start in the evolution of regulatory procedures, Although the author 
develops little that is new in this part of the analysis, it is important for an 
appreciation of the formula which he later suggests to note that he finds the 
source of present difficulties in the “imprecise standards of existing regulation.” 
He traces these, for the most part, to the loose and inadequate regulatory 
legislation which even recent attempts at revision have hardly helped. He 
finds that vagueness and inadequacy were imported into the situation by the 
rate-making rule of Smyth vs Ames which later decisions have not improved 
very much. The result has been protracted litigation and a situation unsatis- 
factory alike to consumers and investors. Commissions bave functioned more 
like courts than administrative tribunals, with insufficient stress upon the 
public function of regulation. 

The remedial formula, which the author discusses at considerable length, 
runs in terms of a rate-base of original cost less accrued depreciation (both 
physical and functional) plus net working capital. To this a rate-of-return 
is to be applied either as an over-all rate upon the total rate-base, derivable 
from the asset side of the balance sheet, or alternatively as a differentiated 
rate-base, derivable from the liability side as the investment of bondholders 
and the equities of preferred and common stockholders. The actual percentage 
rate is to be equated to the actual cost of borrowed and contributed capital. 
The flexible element in this set-up would be the return to the common stock- 
holder, which would vary with current requirements of the market for risk 
capital. The total sum thus derived would become the “protected return” upon 
which the ensuing definiteness of earning power would be premised. This 
definiteness and administrability of return requirements is to be sought for 


1John Bauer, Effective Regulation of Public Utilities. (New York: Macmillan, 1925.) 
* Cf. “The United States Supreme Court Redeems Itself,” M. G. Glaeser, Journal of 
Land and Public Utility Economics, Vol. 18 (May, 1942), p. 146. 
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each utility and to constitute the basic regulatory job of the commissions. 
It is deemed to be achievable because each utility operates in a protected, 
monopolistic market. Similarly, operating revenues must cover all the costs of 
operation under efficient and economical management including depreciation 
and taxes. In order to make regulation as nearly automatic as possible, the 
formula provides for a rate-equalization reserve with the recapture for con- 
sumers of all earnings in excess of the “protected return.” By subjecting all 
operations to administrative scrutiny and continuous accounting control 
Bauer contends that regulation can be transformed into an efficient and exact 
process. A model regulatory bill is appended in a concluding chapter. 

With these underlying determinations out of the way, Bauer is hopeful 
that an end can be made of past predatory practices, particularly if, as he 
suggests, commissions can be adequately financed and staffed by assessing 
the costs of regulation against utility revenues. Particularly is he hopeful that 
management will no longer have a special interest in maintaining what he 
calls “excessive rate differentials,” which, while they appear to arise out of 
variations ‘n demand costs, are really only monopolistic devices of charging 
“what the traffic would bear.” “As a matter of fact,” says Bauer, “there is 
virtually no causal relation between the many individual maximum demands 
and the total system maximum, for which the company must make provisions 
to assure service to all customers.” He seems to be against all cost considera- 
tions as a basis for pricing when he contends that “the costs involved become 
fixed and joint, depending on neither numbers of customers, nor quantity of 
service supplied, nor the individual maximum demands. While they must be 
included in the fixing of rates, their proper allocation to particular service 
classifications depends upon experienced judgment applied with the purpose 
of establishing well-balanced, reasonable, nondiscriminatory and promotional 
schedules.” 

In this brief review it must at least be mentioned that the transforming 
process is conceived not to be complete unless the commissions are also lifted 
into effective planning agencies. In this way public interests are to be secured. 
These have the seven-fold aspect of fixing reasonable rates, providing for exact 
accounts and records, promoting efficiency and economy, establishing sound 
financial policies and procedures, developing construction programs, bringing 
about corporate readjustments and producing integration of utility properties 
and operations. Of course, planning also includes coordinating state and 
federal regulation, and here the process is beset with difficulties. It can be, 
and to some extent has been, done for the local and regional utilities such 
as supply electric, gas, water, telephone and local transport services. But 
inter-regional utilities, like railroads, airlines, water transport, motor-bus 
and trucking companies, and pipelines, have so far defied all efforts in this 
direction. In fact, the author is not sure that the transforming process of 
monopolistic coordination can be carried this far, for he comes to the con- 
clusion that “apart from comprehensive reorganization of the railroads on a 
much wider monopoly scale, there is an inherent competitive force that should 
be maintained or freed in the public interest.” 

It is difficult to give a fair appraisal of this work because the author says 
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it was not written for economists or technical experts. He wants it to reach 
utility officials and professional groups, but it was “prepared mainly for 
consideration by public officials who have primary responsibility for formu- 
lating and administering policies in regard to public interest.” As an after- 
thought, perhaps, he feels that “it should be available also for public utility 
courses in colleges.” Except in a supplementary way, the book is hardly ade- 
quate for a text. It does not survey the entire field, while the arrangement 
of subject matter and mode of expression is highly argumentative. As expres- 
sing a distinct point of view and fortifying it with much cogent reasoning, 
Transforming Public Utility Regulations is worthy of careful consideration by 
policy makers. It represents a distinct improvement over the earlier formu- 
lation. 

Still, the present reviewer cannot conceal some uneasiness lest the promised 
achievements of the Transformation be taken at full value. As a blue-print 
or model, the suggested formula has much to commend it. Yet the economic, 
not to say political, terrain of the utility field is too broken for one single 
formula to find easy and universal application. The history of regulation is 
replete with instances where “the best laid schemes o’ mice and men gang 


aft agley.” 


University of Wisconsin 


Martin G. GLAESER 


Southern Freight Rates in Transition. By WrLL1AM H. Jousert. (Gainesville: 
University of Florida Press. 1949. Pp. xiii, 424. $6.00.) 

This fully documented and well-indexed book is one among several studies 
of railroad freight rates in the South, such as those of J. H. Allredge, formerly 
of the Tennessee Valley Authority, and of D. P. Locklin for the Board of 
Investigation and Research. Dr. Joubert’s book has a final chapter on the 
interterritorial freight rate problem, but it deals primarily with the history of 
southern class rates, with the forces that have shaped them; while the other 
studies are concerned almost altogether with the extant territorial discrimina- 
tion. 

The first chapter of the book takes up the forces that influenced rates in the 
formative period (1830-73), the second traces the effects of monopoly control 
during the years 1873-97, and the third discusses the impact of regulation 
down to 1914. The next six chapters describe subsequent rate adjustments 
between the South and other territories and within the subterritories of the 
South. The last chapter summarizes important aspects of the Class Rate case, 
decided in 1945. 

Among the principal rate-shaping influences, according to the author, have 
been the competition of cities, including the alternative gateways to the South, 
and of the various rail and water routes; monopolistic control of rate-making 
through carrier traffic associations; specialization in southern agriculture; 
destruction by the Civil War; railroad operating conditions as determined by 
terrain and traffic density; and, especially in recent years, the pressures of 
regulation. These forces, but not a sometimes alleged conspiracy against the 
South, are said to have produced a rate structure ill suited to an economy 
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capable and in process of gradual industrialization. The most outstanding 
structural imprint pointed to as inimical to industrialization has been a high 
level of class rates, particularly in relation to rates in official territory, although 
the author shows that southern freight rates have developed by subterritories 
with somewhat different characteristics. He also recognizes that commodity 
rates may have been prejudicial to industrialization, but such rates are con- 
sidered only incidentally. 

The author explains that the long-present high class rates were reflected 
in the southern class rates prescribed by the Interstate Commerce Commission 
in 1928, and that the discrimination against the South continued until 1945, 
notwithstanding changed conditions. In the latter year the Commission finally 
ordered a reduction in southern and an increase in northern class rates, pend- 
ing the initiation of a uniform classification and a single scale of class rates 
througheut the United States east of the Rocky Mountains. This decision 
and the controversy that led to it are described in some detail. 

In his preface the author says that “the Southern freight-rate structure 
fails to meet the needs of an economy in transition,” and he sets for himself, 
at least by implication, the ambitious task of demonstrating this fact and of 
proposing a means of remedying the maladjustment. His conclusion rests 
primarily upon the difference in the levels of class rates in the South and in 
the North; and the inference is that if the discrimination against the South 
were removed, the industrial development of the region would no longer be 
restricted by transportation conditions. Although it seems reasonable to be- 
lieve that railroad class rate discrimination against the South has retarded 
industrialization to some extent, adequate support for the author’s thesis re- 
quires more than his book provides. The effects of other rate relationships 
remain to be explored. 

Even though Dr. Joubert has not sufficiently buttressed the assumption in 
the preface, in the opinion of the reviewer his book should be judged, nct as 
an analysis of the economic effects of railroad class rates in the South, but as a 
history of these rates, what it really is. As such, it constitutes a valuable 
contribution to knowledge. In fact, it is the only comprehensive history of 
southern class rates in print. 

TRUMAN C. BIGHAM 

University of Florida 


The Railroad Monopoly: An Instrument of Banker Control of the American 
Economy. By Joun G. Suott. (Washington: The Public Affairs Institute. 
1950. Pp. xi, 250. $3.00.) 

According to the author “this study briefly reviews the causes and methods 
important in the successful campaign to exempt the railroad industry from the 
anti-trust laws.” Actually, the book has only two objectives: 

(1) To support the validity of the charge that the railroads had conspired 
to violate the anti-trust laws as set forth in Georgia vs. The Pennsylvania Rail- 
road Company et al. (324 U.S. 439), and in U.S. vs. The Association of 
American Railroads, The Western Association of Railway Executives et al. 
(4 FRD 510). 
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(2) To prove that the Reed-Bulwinkle Bill was an iniquitous attempt to 
preclude judicial decision on the charges of railroad conspiracy and that the 
enactment was rammed down the throat of Congress by an all-powerful 
banker and railroad lobby, spearheaded by the Association of American 
Railroads. 

The analysis is less than persuasive on all scores. First, there was no useful 
purpose to be served by laboring the complicated issues involved in the two 
court cases. Shortly after the Supreme Court took jurisdiction over the 
Georgia rate case in 1944, a Special Master (Lloyd K. Garrison) was ap- 
pointed to take testimony and report his findings and conclusions to the 
Court. After extended investigation, the Special Master filed with the Court in 
June 1950 a report based on three volumes (923 printed pages) of testimony 
and evidence. 

The general tenor of the Garrison Report was such that, coupled with the 
intervening passage of the Reed-Bulwinkle Bill, the defendant railroads, on 
October 23, 1950, filed a motion to dismiss the conspiracy suit. The Special 
Master concluded, among other things, in the main body of his report that “the 
evidence does not support the claims of injury to Georgia’s economy, asserted 
in the amended complaint and noted by this court as charging an injury 
beyond that suffered by particular individuals; nor is the evidence sufficient 
to warrant a conclusive presumption of injury to Georgia’s economy.”* The 
significant aspect of this development was that the State of Georgia, the 
original complainant, joined the defendant in the dismissal motion. On Novem- 
ber 27, 1950, the Supreme Court granted the joint motion and the extended 
controversy was closed. 

It must have been a source of considerable embarrassment to the author 
that The Railroad Monopoly was published only a few days before the Court 
dismissed the suit. This is especially true since the entire argument of Part I 
of the book is little more than a brief in unqualified support of the allegations 
of railroad conspiracy and rate-making contained in the original complaint 
brought by the State of Georgia. It argues throughout that only by dissolution 
of the alleged banker and railroad monopoly and by the outlawing of rate- 
making through collective railroad action could shippers and regions hope to 
be protected against discriminatory and exorbitant railroad rates. In fact, the 
author goes so far as to say that the “Reed-Bulwinkle Law has done more 
than permit the legalization of monopolistic practices already characteristic 
of the private centralized administration of the railroads. [It] ensures the 
continued growth of private monopolistic control over the industry and ap- 
pears to make inevitable the eventual direct government control of railroad 
operating policies” (p. 160). 

Such an interpretation is far-fetched especially in view of the fact that 
the State of Georgia, in its motion to dismiss the original complaint, said 
among other things that, as a result of the enactment of the Reed-Bulwinkle 
Law (Section 5A of the Interstate Commerce Act) it may now “look to the 
Interstate Commerce Commission for proper regulation of the rate associations 

*Trafic World, “Dismissal of Georgia’s ‘Conspiracy’ Suit Recommended by Special 
Master,” June 17, 1950, p. 21. 
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and proceedings to which all of the interested railroads are parties.” 

This outcome of the legal controversy naturally raises questions as to the 
validity of the author’s second major contention, namely that Congress was 
duped into passing the Reed-Bulwinkle Bill by a lobby representing “power- 
ful investment bankers and railroad officials” (p. 4). He states categorically 
that: 


the 80th Congress yielded to the transportation lobby and passed the Reed- 
Bulwinkle amendment . . . over President Truman’s veto June 17, 1948. By 
this action Congress scrapped the application of the Sherman Antitrust Law 
to the rate making activities of the railroads and permitted the Interstate 
Commerce Commission to legalize the almost absolute control, by a financial 
oligarchy, of basic policies on freight rates and passenger fares. 


An assertion carrying such ominous implication might be passed over as a 
rather naive view of the subservience of Congress and the power of the rail- 
road lobby, if it did not bear the earmarks of deliberate distortion of the facts. 
In the first place, the legislative history, purpose of, and source of main 
support for the Reed-Bulwinkle Bill are misrepresented. No transportation 
issue in recent years received a more comprehensive and penetrating con- 
sideration by Congress than the proposals embodied in that Bill. Moreover, the 
favorable report of the House Committee in charge of the legislation stated: 
The Bill has the virtually unanimous support of all those directly interested 
in transportation, including commissions, both federal and state, charged with 
the responsibility of regulating transportation, carriers of all kinds, and shippers 
throughout the country, including industrial, agricultural and livestock interests.” 


The author would have us believe that all of these organizations (many with 
interests directly antagonistic to the railroads) together with the two-thirds 
majority of Congress required to override a presidential veto, were either 
intimidated or befuddled by an all-powerful railroad lobby. Curiously enough, 
this allegedly dominant lobby has never been able to obtain any relief 
through Congress from what the railroads and many students of transportation 
consider to be a heavy competitive disadvantage arising out of federal sub- 
sidization of highway, air and water transport agencies. 

The second major misrepresentation contained in the author’s characteriza- 
tion of the Reed-Bulwinkle Bill relates to the basic nature of rate-making, and 
the objectives of national transportation policy as expressed in the Interstate 
Commerce Act. 

Since passage of the Hepburn Act in 1906, national transportation policy 
has moved steadily toward major dependence on positive and comprehensive 
Commission regulation for the maintenance of reasonable transportation rates 
and satisfactory service. With the extension of nation-wide markets, increasing 
emphasis has been placed on the maintenance of reasonable uniformity of rates 

* Report of House Committee on Interstate and Foreign Commerce, July 1947. The 
same report listed as endorsing the Reed-Bulwinkle Bill: 48 governmental authorities, state 
and federal; 20 carrier organizations, representing the principal forms of transportation 
and their employees; 85 shipper, traffic and transportation organizations; 145 agricultural 


and livestock associations; and 660 Chambers of Commerce and other business organiza- 
tions. 
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as between regions, localities, commodities and similarly situated shippers. 
Manifestly, in a situation where the nation’s railroads operate for all practical 
purposes as a single system, although owned by some 131 private corporations, 
a high degree of collective action must be permitted if the initiative in rate- 
making is to be left with railroad management. As the late Commissioner, 
Joseph B. Eastman, in favorable testimony on the Reed-Bulwinkle Bill stated: 


If the rate structure is to be reasonable, free from unjust discrimination or 
undue preference and prejudice, as simple and consistent as may be, reasonably 
stable and sufficient for the financial needs of private ownership and operation, 
the carriers must be in a position to consult, confer and deal collectively with 
many phases of the matter. 


Moreover, a spokesman for the group most directly interested in reasonable 
and nondiscriminatory rates—the leading shippers of the country—similarly 
testified that: 


Present methods of making rates through rate bureaus, conferences or associa- 
tions, are necessary to an orderly and consistent presentation of proposed 
changes, to the maintenance of a lawful and non-discriminatory rate structure, 
and are a distinctive advantage to the shipping public.* 


Basically, the Reed-Bulwinkie Act does nothing more or less than give the 

Interstate Commerce Commission power to prescribe and supervise the 

. standards and procedures under which the nation’s common carriers may 

\ decide jointly what rate changes are to be filed with the I.C.C. for approval 


or disapproval.* 

The alternative as proposed by the Department of Justice and the State 
of Georgia and championed by The Railroad Monopoly would have led 
inevitably to conflict and confusion, If the rate conferences and bureaus had 
been dissolved, the Commission would have been swamped by the filing of 
| thousands of uncoordinated proposals for rate changes. In order to avoid 
“chaos” in rate-making, the Commission, for all practical purposes, would 
have been forced to assume primary jurisdiction over the onerous tasks now 
performed jointly by the carriers and shippers in the initiation of rate changes. 
In the meantime, the shippers who claimed injury from exorbitant or dis- 
criminatory rates would be forced to seek relief through individual suits in the 
courts, a reversion to the situation which prevailed prior to 1906. 

There is no evidence that the groups with primary interests in the preserva- 
tion of a privately owned transportation system and in the maintenance of 
reasonable and stable rates, entertain any doubts as to the wisdom of the 
policy embodied in the Reed-Bulwinkle Act. 


Cuarves L. DEARING 
7 The Brookings Institution 


*A. H. Schwietert, Traffic Director, Chicago Association of Commerce and Industry, 
and subsequently President of the National Industrial Traffic League. 

“This in effect gives the Interstate Commerce Commission the same powers possessed 
by the Civil Aeronautics Board under the Civil Aeronautics Act of 1938 with respect to 
airline activities, and the late U.S. Maritime Commission in connection with shipping 
companies. 
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The Elements of Transportation Economics. By G. Luoyp Witson. (New 
York: Simmons-Boardman. 1950. Pp. 178. $2.95.) 


This small volume seeks to impart “an understanding of the important part 
transportation plays in the development of industry and commerce” by pre- 
senting “certain economic principles” of special import to transportation and 
by describing “interrelationships of transportation” with other economic areas. 

The customary textbook explanation of transport contributions to eco- 
nomic development is followed by statement of some economic principles 
underlying transportation. Thus, transportation “enhances values through 
place utility”; with storage, transportation enhances time utility and facili- 
tates year-round operation; and additional transportation contributes to 
economies of large-scale production when its cost is offset by lower factory 
costs. A “decreasing cost or increasing return” tendency is found, particularly 
in transport by railroad and pipe line, both from a large mass of constant 
costs and from large firms. Hence, earnings fluctuate widely and competition 
tends to be excessive and to require regulation. Rates reflect distributing total 
ests arbitrarily according to relative demand because of joint cost, exempli- 
fied by carriage in one train of goods of varying values, shipment sizes and 
hauls. Except for the concept of joint cost used, these principles have the 
weight of tradition. 

Interrelationships described include transportation as a factor in location, 
in geographical relations in agricultural prices, and in market organization and 
marketing. The final chapters describe transportation instrumentalities and 
typical railroad organization. 

This book emphasizes rail transport and appears designed for carrier and 
traffic personnel. Its exposition of the interrelations between transport and 
other economic areas will contribute understanding of the broad aspects of 
their jobs. But unlike M. R. Bonavia’s The Economics of Transport, another 
small volume, Wilson’s Elements, in this reviewer’s opinion, is not adapted, as 
hoped in the Foreword, for giving “the answers to some of the complex prob- 
lems which transportation economists are facing.” While a theory basis for 
existing policy is suggested, that theory lacks refinements introduced by 
competitive transport, differing economic characteristics, and advances in 
cost knowledge. 

James C. NELSON 

Washington State College 


Land Economics; Agricultural Economics; Economic Geography 


The Location of Economic Activity. By Epcar M. Hoover. (New York: 
McGraw-Hill. 1948. Pp. xv, 310. $3.75.) 


Some twenty-five to thirty years ago, J. M. Keynes edited a series of books 
called the Cambridge Economic Handbooks. The objective of that series, as 
stated by its editor, was “to convey to the ordinary reader and to the un- 
initiated student” the general “principles of thought which economists now 
apply to economic problems,” the authors concerning themselves not with 
“making original contributions to knowledge” or even with attempting “a 
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complete summary of all the principles.”” The belief was expressed that at 
that particular time (1922) “economic science has recovered its wind” after 
the press of wartime emergencies, traditional principles were being improved 
and revised, and that “in the end this activity of research should clear up 
controversy.” 

The book to be presently reviewed is one member of a new Economic 
Handbook Series, edited by Seymour E. Harris, and presumably providing 
the fruits as they now stand of much of this research activity. The objective 
of this later series, as stated by its editor, is to fill a need not met by “the 
usual textbook or by the highly technical treatise,” to “present a distillate of 
accepted theory and practice” by “scholars, each writing on an economic 
subject of which he is an authority.” “The time has come,” the editor sug- 
gests, “to redress the balance between the energies spent on the creation of 
new ideas and on their dissemination. . . . Popularizers without technical 
competence, unqualified textbook writers, and sometimes even charlatans 
control too large a part of the market for economic ideas.” The first task 
of an author of a book in this series “was not to make important contributions 
to knowledge . . . but so to present his subject matter that his work as a 
scholar will carry its maximum influence outside as well as inside the class- 
room.” The titles of the Series, in addition to the one by Mr. Hoover, cover 
such subject fields as National Income Behavior, Economics of Employment, 
Monetary Theory and Fiscal Policy, Socialism, Capitalism. It is for these 
fields for which the time has come for scholarly energies to be diverted in 
part from the work of creation, revision and improvement and turned to the 
disseminating of what now may be taken as truth. My responsibility is to 
describe and to express judgment upon the way in which Mr. Hoover has 
carried out his part of the task. 

That Mr. Hoover is technically competent as an economist clearly is the 
case, and I can think of no one in this country whom I would regard as better 
qualified for carrying out the assignment. So far as I know, all the reviewers 
of this book have expressed favorable judgments, and I know of other qualified 
persons who regard it highly as a good and useful contribution for classroom 
and reference purposes. When I say, then, that I find the book disappointing, 
I am apparently expressing an unrepresentative view, and for all the reader 
may know it is my point of view, rather than Mr. Hoover’s book, that is at 
fault. Therefore, in indicating my conception of the character of the book, 
I shall attempt to make explicit this point of view. 

Mr. Hoover’s main concern he states to be “not description or analysis of 
specific actual distributions of resources, industries, or populations but the 
formulation of principles governing the interrelation of individual locations, 
the significance of locational changes, and the legitimate scope of public 
planning and control” (p. 1). In a later chapter the statement is made that 
“diagnosis, not prescription, is still our main concern. . . . Discussion of 
appropriate policies for palliation, cure, or prevention of locational ailments 
will be found in Part IV” (p. 186). 

* These remarks were made in Mr. Keynes’ introduction to D. H. Robertson’s Money. 
Mr. Robertson recently had occasion to review the revisions and improvements of the 
past two decades (Quarterly Journal of Economics, February, 1950). 
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This willingness to assume the rdle of social doctor appears to me to 
promise more than can be provided. The “principles governing interrelation- 
ships” and definite analytical knowledge of the process of “locational change 
and adjustment” I believe have yet to be discovered; and when I attempt to 
list statements that seem to be presented as such in the first three Parts of Mr. 
Hoover’s book, “Locational Preferences and Patterns” (7 chapters), “Loca- 
tional Change and Adjustment” (3 chapters), and “The Locational Signifi- 
cance of Boundaries” (2 chapters), I obtain what to me is a disappointing lot. 

The fault, as I see it, in Mr. Hoover’s book is methodological. He, in effect, 
follows the traditional organization of the theory of production and the 
market. This latter, in the more systematic developments, deals first with 
the economizing behavior of the individual units, the firm and the family. 
Necessary and sufficient conditions for the maximizing of net revenue of the 
firm and of satisfaction of the family unit are derived, and from these there 
are inferred certain aspects of the effects of specified changes of conditions. 
In the next stage of the analysis, such independently acting units are aggre- 
gated into classes of units, and the behaviors of aggregates of firms and of 
consuming units are studied. The final step brings together the theory of 
production and market supply, on the one hand, and the theory of choice 
and market demand, on the other. The conditions of general equilibrium of the 
entire system of economizing units are considered and the effects of changes 
in conditions are inferred. 

This theory has little or nothing to tell a businessman about how to econo- 
mize or to maximize or to minimize or to generally conduct his affairs. It 
assumes that he already knows best how to manage his concern, and it 
analyzes certain behavior properties of a system of such informed units, the 
independence of each being constrained by specified scarcities implying cer- 
tain forms of interdependencies as characteristic of the system. The derived 
numerical properties are of very general form. The theory states, as logical 
inferences, for example, that an increase of certain magnitudes implies, ceteris 
paribus, a decrease of other magnitudes, that the arbitrary introduction of 
certain plausible time lags implies, ceteris paribus, a time process in the 
- adjustment of some magnitudes to changes in others. 

The empirical content that is introduced in the development of the theory 
consists of no more than that which a reasonably informed discusser of a 
problem might draw up from his own mind by introspection into his own 
behavior and by reflection upon past casual observation. Preference functions 
and production functions are characterized by certain shapes, people do 
attempt to achieve certain types of ends, the resources available to individuals 
and groups of individuals are limited, it is good that coercion of individuals 
be minimized and that no individual be subjected to the personal power of 
another. One might imagine the development of the theory in a Socratic 
dialogue, with Socrates purporting to be seeking a solution to a problem and 
not expositing one. That is to say, the method of conventional equilibrium 
economics is in essence that of dialectics, the method of seeking truth by 
question and answer, eliciting knowledge by unfettered discussion within a 
group, where that knowledge or final answer lies, in some sense, hidden 
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within the minds of each of the members of the group. Is a wage too low? 
Is a price too high? Are the incomes of a particular class too low? Are expendi- 
tures in certain directions too great? Is growth too small or are growth differ- 
entials out of balance? Are observable shifts greater than necessary? Is a 
certain imbalance a performance characteristic of the system? Are there better 
ways of organizing joint action by free individuals? Is a proposed change in 
rules desirable? Or if all the requisite knowledge does not presently éxist 
within these minds, the knowledge of the appropriate form and measures to 
be used in obtaining that knowledge does exist and must be elicited through 
discussion. What data should be used and what computations should be 
employed in determining magnitudes measuring shifts, levels, distributions, 
rates, and so on such that the discussion might proceed? The primary questions 
are evaluative, and include undefined concepts, and the answers and definitions 
lie within the minds of the free members of the group. The development of 
the theory is a development of criteria and meanings by which to judge the 
structure and performance of a social organization.” 

Now it is my opinion that while the arrangement of Mr. Hoover’s develop- 
ment of his principles follows the general logical order of the traditional 
equilibrium model, the statements framed as conclusions do not indicate a clear 
understanding of the essential nature of the problems for which the method 
is suitable and of the limitations, for purposes of prediction, of a method of 
inquiry employing such modest empirical restrictions. I do not mean to say 
that the exposition in this book is systematic in the way that, say, mathematical 
accounts of general equilibrium economic theory are systematic. The argu- 
ments are intuitive and not analytical, and the book is comprised mainly of 
interpretations of descriptive material. But one may see in Mr. Hoover’s devel- 
opment the traditional stages in the analysis. 

For example, he describes the order of his approach as follows: “To arrive 
at an understanding of this complex system of economic interrelations one 
must proceed by easy stages. . . . We must begin by putting ourselves into 
the shoes of the incividual consumer or producer to see what makes him prefer 
one location to another. His ‘environment’ is for that stage regarded as fixed. 
At the next stage we can try to see how the economic interrelations of numer- 


* Another’s words may be used to convey the point: “The matters that are suitable 
for treatment by the Socratic method are those as to which we have already enough 
knowledge to come to a right conclusion, but have failed, through confusion of thought or 
lack of analysis, to make the best logical use of what we know. A question such as ‘what 
is justice?’ is eminently suited for discussion in a Platonic dialogue. We all freely use the 
words ‘just’ and ‘unjust,’ and, by examining the ways in which we use them, we can 
arrive inductively at the definition that will best suit with usage. . . . We can, however, 
apply the method profitably to a somewhat larger class of cases. Wherever what is being 
debated is logical rather than factual, discussion is a good method of eliciting truth. . .. 
Logical errors are, I think, of greater practical importance than many people believe; 
they enable their perpetrators to hold the comfortable opinion on every subject in turn. 
Any logically coherent body of doctrine is sure to be in part painful and contrary to 
current prejudices. The dialectic method—or, more generally, the habit of unfettered 
discussion—tends to promote logical consistency, and is in this way useful.”—Bertrand 
Russell, A History of Western Philosophy (1945), p. 93. 
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ous producers and consumers create locational patterns of industries, communi- 
ties, and regions” (p. 4). He introduces the first stage of his discussion by 
“The most comprehensive approach to an understanding of producers’ loca- 
tion, then, is an examination of the typical location problems of the business 
firm with a payroll” (p 7). Having finished his discussion of this, he begins 
his next step by “We now inquire . . . into what kind of geographic groupings 
and spacings this producer and his rivals will develop by virtue of their 
competition for materials and markets” (p. 47). Then he brings “together the 
major conclusions of previous chapters as to the locational effects of transfer 
and processing costs in order to arrive at an understanding of the character- 
istic industrial patterns of communities and larger arez.s” and sets about “to 
show how .. . the locations of different industries coincide, greatly reducing 
the total number of different locations and giving rise to more or less diversi- 
fied economic communities with fairly well-defined areas of external influence 
and characteristic patterns of internal geographic structure” (p. 116). 
The above are the traditional stages—the individual economizing units, then 
the aggregates of units, and finally the bringing together of all into an inter- 
dependent system. To the empirical content introduced as constraints in the 
development of ordinary price and production theory there are added the cir- 
cumstances: that resources to be used by a firm as well as the consumers to 
be served are distributed over space so that transfer costs are incurred in 
procurement and distribution; that transfer costs vary less than proportionally 
with distance; that the production process results in a product that may 
weigh more than, the same, or less than the materials for which there is a 
transfer cost in the assembling. This newly introduced empirical content, like 
that going into the traditional theory, is of a sort that we might obtain by 
reflection upon past casual observation, and we might conceive of the theory 
being similarly developed in a Socratic dialogue by question, answer, and dis- 
cussion drawing to the surface knowledge already existing in the minds of the 
participants. The empirical base being very general and the reasoning being 
essentially common sense, the positively explanatory conclusions are quite 
general in form and not infrequently ad hoc in character. As examples, 


“Just as an iron ball placed between two magnets will roll to one or the 
other rather than remaining poised in the middle, so the ideal location 
for a production process on the basis of transfer costs from a single 
materials source and to a single market will generally be at either the 
source or the market rather than anywhere between” (p. 31). “If freight 
rates per ton are anywhere near the same on material and product, such 
processes involving a high proportion of weight loss are most economically 
located at or near the source of the material” (p. 32). “In processes in- 
volving incorporation of large quantities of some local ‘ubiquitous’ ma- 
terial like water,” there is an incentive for the producer “to locate as 
near the market as possible . . .” (p. 35). “When a process uses more 
than one important material or turns out more than one important 
product, the simple tug-of-war analogy previously developed is inade- 
quate. In this more complicated resolution of locational forces the outcome 
depends largely on the configuration of transfer routes and the geographi- 
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cal sequence of sources, junctions, and markets along these routes” (p. 
40). “The shape of market or supply areas is influenced by the advantages 
of different locations for procurement and processing and by the struc- 
ture of transfer costs. Actual market and supply areas sometimes enclose 
one another, and usually they overlap” (p. 65). “As a rule it is impossible 
to ascribe the processing advantages of a site wholly to the quality of any 
particular factor of production such as land or labor, and the resultant 
economies may show up in almost any item of the cost statement” (p. 76). 
“Perhaps the most obvious cases of locational juxtaposition of different 
industries are those involving a close transfer, i.e., trade, connection be- 
tween them. . . . Another basis of linkage is a little less direct but not 
without significance. . . . Two industries using jointly produced materials 
or turning out complementary products have an incentive to be together” 
(pp. 118-19). “On the organized transfer network, then, are certain 
strategically located transfer ‘nodes,’ with special locational advantages 
as procurement and distribution points and therefore as processing centers 
for all kinds of activities in which transfer costs are locationally im- 
portant. . . . The incentives toward agglomeration of diverse types of 
business into a relatively small number of clusters at transfer nodes may 
be summed up under the head of ‘economies of urban concentration’. . . . 
The economies of urban concentration rest on the same basic principles 
as those of the individual producing unit: multiples, massing of reserves, 
and bulk transactions” (pp. 119-20). “A community has at least as 
many ‘trading areas’ as it has industries. But if we were to map out all 
these areas around some representative community and arrange them 
in order of size, they would probably not show a smooth continuous 
distribution of sizes. . . . Most of the community’s trade areas would 
coincide fairly well with one of a small number of characteristics types. 
There are, in fact, good reasons for expecting many of a community’s 
retail trade areas to coincide. The out-of-town buyer rarely comes in 
with just one item on his shopping list. . . . Outside the category of 
retail trade and services, there seems to be less of a basis for generalized 
trade areas that fit whole groups of products. . . . The net effect of all 
these factors of area conformity can best be described as Procrustean. 
The variety of possible industry and market-area systems is circum- 
scribed and something like a ‘hierarchy’ of minor and major distributing 
points exists” (pp. 123-25). 


To these may be added certain statements that could possibly be grouped 
under the heading of “dynamics,” but these are assertions, or at most rationali- 
zations of what we see about, many of which ambiguously include undefined 
concepts, and are not conclusions. 


“Ultimately the industry and its main production center ‘mature,’ in the 
sense that the rate of growth of market has slackened off, the fundamental 
questions of product design have been settled, and the necessary special- 
ized machinery has been devised. It is then that a dispersion phase often 
sets in” (p. 175) “. .. For larger regions . . . economic progress depends 
eventually on industrialization. ...” (p. 188). “Areas devoted to the more 
extensive land uses nearly always develop a ‘population pressure’ which 
retards progress and may lead to a vicious circle of economic stagnation 
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and poverty. . . . Only in a somewhat industrialized region, it seems, is 
the population sufficiently urbanized to emancipate it from the vicious 
Malthusian circle of population growth and pressure” (pp. 189-90). 
“It is particularly noteworthy that where the development of more in- 
tensive and efficient production has been arrested, the disability may 
easily become chronic. Low productivity and population pressure, in a 
backward economy, join in a vicious circle hard to break” (p. 196). 


These statements appear to me to be very weak as formulations of scientific 
principles. They are qualitative and not quantitative, and if questions were 
put for which those of the first set are answers, one would expect almost any 
informed man to give such statements in answer as a matter of informed com- 
mon sense. The statements in the second set are ambiguous and clearly 
require closer definition and qualification. 

I am of the opinion that the utter ignorance of economists of how an eco- 
nomic system grows and fluctuates “normally,” or by virtue of its structure 
and conditions, precludes our positively prescribing “cures” for “ailments.” 
To speak of maladjustment, instability, imbalance, underdevelopment implies 
that we can give operational meaning to adjustment, stability, balance, and 
optimum development, defining these concepts in terms other than words that 
beg the question. If what appears to be pathological performance of the 
system is being discussed with policy action in view, there is no doubt but 
that a person having the qualifications of the author of this book may con- 
tribute much. But the contribution to be made is primarily negative—in help- 
ing, so to speak, to keep things straight as the discussion of the social problem 
proceeds: calling attention to the ambiguity of terms used in the discussion, 
to apparent facts that conflict with assertions that are made, to logical incon- 
sistencies in arguments used, to the fundamental ignorance that prevails re- 
garding matters of which knowledge is presupposed in an argument; demon- 
strating that a particular conclusion drawn is not the only conclusion to be 
drawn and that alternative ways of explaining some phenomenon may imply 
a policy different from that proposed, that a particular way of measuring 
magnitudes fails in giving the information necessary to clear away an issue, 
that some other computation made upon the data is relevant with respect to 
the issues involved, that crude ratios computed for arbitrary areas can give 
erroneous impressions. But in his Part IV, “Locational Objectives and Public 
Policy,” Mr. Hoover, in my opinion, has contributed little along these lines, 
and the words in which he defines his concepts seem frequently to me to be 
themselves undefined (for example, the definitions of “locational stability” 
[p. 280] and of “locational balance” [p. 282]). 

This field of the spatial aspects of the structure and workings of an economic 
system I regard as an exceedingly important field for empirical research. Regu- 
larity and order, in a statistical sense, do seem ir evidence. A definite size 
distribution of population agglomerations has been maintained throughout the 
growth of the system as a unit. There apparently is an order about the spatial 
distribution of these concentration points that we call cities. To each center is 
associated a roughly definable hinterland including subcenters. The inner 
workings, the systematic dove-tailings of activities, and the evolutions of 
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growth and fluctuation appear more and more complex the more one attempts 
even to describe them, quite apart from explanation and analysis. The better 
empirical work, I think, is more interesting for the questions raised than for 
the questions settled, and these questions turn more upon what aspects should 
be measured and upon the appropriate definitions of measures. 

- The point of view of what I regard as the more promising empirical work 
is that of positive science, and not of social discussion, and the problem of 
describing and analyzing is a quasi-engineering problem. The speculative 
conception is that of an organism having mechanical features in its concrete 
structure and in its system of flows. The acting units, to be sure, are econo- 
mizing individuals and agencies, subject to the constraints of physical 
conditions. 

Economists have typically denied that they as professional practitioners are 
even supposed to possess specialized knowlédge by which they might show 
an economizer how to economize. This is supposed to be the special province 
of the engineer, and there seems to be ample room for a division of labor 
between engineering problems and the fundamentally different problems 
encountered in the evaluative discussion of economic conflict. But describing, 
explaining, and analyzing a mechanism is also an engineering type of prob- 
lem, and I am convinced that the mode of reasoning and study characteristic 
of conventional economics is not well adapted for the task. ] 

For example, Mr. Hoover explains the fundamental agglomeration process in 
section 5.6, “Economies of Concentrated Production,” and section 8.4, “The 
Principles of Large-Scale Economy Applied to Urban Concentration of Pro- : 
duction.” His explanation consists of a conventional account of the economies ; 
of large scale production, a listing of plausible reasons for people doing what 
they are observed to have done. But it is not the kind of analysis that a choice 
of a course of action could be based upon, containing no actual estimate of 
economies as predictions and demonstrating no specific dependence upon 
variables the measures of which are specified. The economies to be attained 
through the concentration and enlarging of operations are in fact analyzed 
but not through the application of conventional economic theory. Illustrations 
of analytical solutions to real problems of this sort may be seen in William 
Feller’s An Introduction to Probability Theory and Its Applications, “A Tele- 
phone Trunking Problem (pp. 143-44),” and “Servicing of Machines (pp. 
379-84),” especially Tables 3 and 4. These particular practical problems 
are relatively simple, but the ideas involved in their solution are in principle 
applicable to a wide variety of service, waiting line and inventory problems. 

I see no immediate application of these ideas in some grand analysis of the 
spatial ordering and inner workings of economic communities. At present, we 
can systematically describe but we cannot analytically explain in the sense 
that I think this term should be used. But it is the kind of theory contained 
in Feller’s book that, to me, seems most suggestive of ways and means of 
arranging our data for positive study, whereas I see little to build upon in the 
theory presented in Mr. Hoover’s book. Put in a different way, the point that 
I raise is this: if economists by training and profession are not equipped to 
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answer or solve in analytical terms the practical problems of the economizer, 
how do they presume to be able to solve the apparently much more complex 
quantitative problems involving alternative courses of action by society in 
the control of entire systems of economizers? Economists who aspire to 
analytically explaining a mechanism should be trained for the job, and it is an 
engineering type of problem. Other economists should make a point of calling 
attention to the palpable fact that success along this line constitutes, in itself, 
no resolution of an economic problem. 

In closing, I shall point again to the fact that of those reviews of this 
book that I have read, all have been favorable, and thus the present review 
is unrepresentative. I may also add that the empirical work that I had in 
mind as promising and interesting contains acknowledgment of heavy credit 
due to Mr. Hoover for stimulation and guidance. 

RUTLEDGE VINING 

University of Virginia 


Our Farm Program and Foreign Trade: A Conflict of National Policies. By 
C. Appison Hickman. (New York: Council on Foreign Relations. 1949. 
Pp. xii, 108. $2.00.) 

One of the greatest inconsistencies in the whole range of this country’s 
governmental policies is to be found in the conflict between American foreign 
trade policy and our domestic agricultural program. On the one hand, we have 
been actively promoting the expansion of world trade through negotiations for 
the reduction of tariffs and the removal of non-tariff trade barriers. On the 
other hand, we have resorted to import restrictions and export subsidies in an 
effort to carry out an agricultural program which has involved the supporting 
of domestic farm prices at levels well above world prices. As a result, our 
representatives in international trade negotiations have found themselves, at 
times, in the peculiarly embarrassing position of leading the struggle for 
qualifications and exceptions to the basic principles for which they were seek- 
ing acceptance. And American consumers have paid the price, not only in the 
now-familiar combination of high-food-prices-plus-high-taxes-to-pay-for-these- 
high-prices, but also in the sacrifice of benefits which might have accrued from 
an all-out program to reduce trade barriers. 

Professor Hickman’s book is an attempt to summarize the nature of this 
conflict and to suggest possible modifications in present government policies 
which might at least reduce the degree of conflict. In so far as the book is 
intended for the layman or student, it is a highly successful performance and 
should contribute a great deal to public understanding of a group of complex 
economic problems. For the specialist in this field, it covers familiar ground. 
The chapter on “Reforming Farm Policy,” which discusses various proposed 
modifications of present farm policies, is quite sketchy and contributes little, 
if anything, to the evolution of ideas in this area. Particularly in the section on 
“direct income payments,” one wishes that greater attention had been paid to 
certain fundamental distinctions. If the ultimate objective is to restore to 
agricultural prices their normal function in a market system, it makes a 
great deal of difference whether income payments to farmers are or are not 
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associated with price “goals” of any type. Again, there are important differ- 
ences between the concept of income parity and the use of income payments 
strictly as a counter-cyclical device. 

Since we seem to be moving in the direction of a greater emphasis on 
income payments, clear thinking on these points is essential. The political 
realities of the farm situation being what they are, progress in this direction is 
inevitably slow and halting, as Professor Hickman is careful to point out. The 
mere fact that the old, rigid concept of price parity is being seriously ques- 
tioned, however, not only by government and academic economists, but also 
by legislators and farm organizations, is in itself a very large step forward. 

Marcaret S. GoRDON 

Institute of Industrial Relations 

University of California, Berkeley 


Labor 


Industrial Peace in Our Time. By Husert SOMERVELL. (New York: Macmil- 
lan. 1950. Pp. xix, 224. $2.50.) 

Like many before him, Mr. Somervell endeavors to define the cause and 
cure of social disharmony. He locates the origin of the difficulty in the break- 
down of medieval economic organization, and seeks to remedy the situation by 
reintegrating the workers into a reconstituted form of economic enterprise. 

The trouble with present-day economic organization, according to Mr. 
Somervell, is not that the worker is separated from the means of production 
but that he has lost control over the finished product. The solution is to be 
found not in any regulation exercised from outside the industrial structure, 
such as collective bargaining, but in the re-establishment of an industrial part- 
nership centered in common ownership of the finished product. To this end he 
proposes that the wage-rate system be abolished and that existing enterprises 
be reconstituted as “Federal Share Production Companies.” Since “conflict 
and the restrictive practices of opposing interests can find no place in a rela- 
tion between partners”; and since “partnership remuneration is that form in 
which set proceeds are divided in a fixed ratio”; and since in any event, 
despite the camouflage of the wage rate system, income is actually distributed 
in such fixed ratios, the various functional groups in the Share Production 
Company (workers, managers and capitalists) will each receive an agreed- 
upon proportion of the total income. The question of differential earnings as 
between workers will be largely delegated to the labor organization, which 
will be known as a Work Share Union rather than a Trade Union because it 
will emphasize positive cooperation rather than conflict, defense and restric- 
tion. Likewise, the managerial personnel will be appropriately classified with 
each category receiving its percentage quota. 

In addition, the labor force will be divided into four hierarchical status 
groups enjoying different degrees of security and privilege. The main body 
of workers, those between approximately 25 and 55 years of age, will be in 
the Permanent Labor Group, protected against layoff and entitled to 52 
weekly payments per year on a drawing-account system. Younger persons in 
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the Training Labor Group and the Qualified Labor Group will absorb any 
necessary unemployment, on a share-the-work basis, but may look forward 
to membership in the Permanent Group; while senior workers in the Con- 
tinuing Labor Group, although exempt from layoffs, will be subject to retire- 
ment on pension. 

Industrial managers will retain operating control but a new concept of 
stewardship will govern their activities. “A proper recognition of labor’s func- 
tional ownership will require Management no longer to organize, plan and 
administer the company solely to provide the shareholder with the largest 
possible increasing return on his investment, but to carry out these functions 
in such a way as will also provide the main labor force with a continuous and 
secure livelihood.” Mr. Somervell argues that this realignment of the man- 
agerial function has already been achieved in companies such as Nunn-Bush 
and Procter and Gamble which have introduced guaranteed annual wage 
plans. He points out that certain production and marketing policies had to 
be revised in order to accommodate the guarantees, and states that “if these 
changes are broken dowa to their ultimate meaning, the obligation assumed 
by the management is seen to have immensely extended Labor’s control over 
the organization and administration of the business. But such increased con- 
trol did not involve any principle of worker management.” 

Industrial Peace in Our Time carries a brief but significant introduction 
by the late Elton Mayo. Somervell’s program of organic solidarity is reminis- 
cent of Mayoism, and, likewise, the fact that, although not relying so heavily 
on the verbal magic of “communications,” he largely ignores the structural 
and institutional realities of modern economic life. In the absence of any 
demonstration of social forces or processes which might bring about the kind 
of reconstruction he desires, it would seem rather beside the point to under- 
take any detailed criticism of his proposals. 

Artuur M. Ross 

University of California 


Population; Social Welfare and Living Standards 
Royal Commission on Population: Report. CMD 7695. (London: H. M. Stat. 
Office. June 1949, Pp. xii, 259. 4s., 6d.) 

British interest in population trends and possible consequences resulted in 
the appointment of a Royal Commission on Population in 1944 “to examine 
the facts relating to the present population trends in Great Britain; to investi- 
gate the causes of these trends and to consider their probable consequences; to 
consider what measures, if any, should be taken in the national interest to 
influence the future trend of population and to make recommendations.” The 
Commission appointed three specialist committees—statistics, economics, and 
biological and medical. A family census was taken in 1946 because the latest 
such census was in 1911. The Commission issued its report in 1949, 

Because the net reproduction rate may fluctuate sharply, the Commission 
studies movements in average family size instead. This new approach is one 
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of the outstanding contributions of the Report. The excess of births over 
deaths has risen to a very high level and the net reproduction rate has been 
well above unity. This may be attributed to two factors, younger marriages 
and the concentration in the period 1944 to 1948 of births deferred from the 
earlier war years. “The net reproduction rate makes no allowance for such 
influences as these and is therefore not a good measure of the fundamental 
trend inherent in the habits of the population. The influence of changes in 
marriage habits on the annual number of births cannot be both large and 
lasting, unless the size of the family increases; and of this there has hitherto 
been no convincing sign. It is to the size of the family that the notion of a 
replacement percentage can most appropriately be attached.” 

The Commission calculates that the size of the family has been comparatively 
stable over the past twenty years at about 2.2 children per married couple. 
If the marriage rate remains roughly at the level of 1942-1947, the Commis- 
sion concludes that the deficiency in the present size of the family below that 
required in the long run for replacement is about 6 per cent. “There is cer- 
tainly some deficiency. On the other hand it is equally certain that the de- 
ficiency is not nearly as great as the pre-war reproduction rate calculations 
suggested” (p. 221). 

The Commission considers that the prospective change in the relationship 
between producers and consumers in the second half of the twentieth century 
will be damaging to Britain’s economic position. The changing pattern of birth 
rate and mortality will increase the proportion of consumers to producers. 
Consequently, “it makes sound economic policy all the more necessary, in- 
creases the importance of productivity, and reduces the margin for waste or 
inefficiency. It is important that those determining economic policy (whether 
within or without the government) should realize that one process which has 
substantially assisted in the raising of standards of life over the last two 
generations has now ceased, and that in the future the tide will be flowing the 
other way” (p. 112). 

Even if future mortality shows no reduction from the present levels, the 
Commission states that the number of people over 65 may be expected to 
grow from 5.0 millions in 1947 to 7.3 millions or more in 1977. With a fall 
in the death rate, the number over 65 would be even greater. This increase in 
the aged will occur during a period when the labor force may even decline. 
The ageing populaticn will more than double retirement pensions, give added 
strength to that group as a political force, and increase competition for ad- 
vancement in industry. It may lead to an unprogressive society, falling be- 
hind not only in technical efficiency and economic welfare, but also in intel- 
lectual and artistic achievement. “Our own view is that the danger of losing 
thé qualities that make for progress, while not overwhelming, is sufficiently 
real to provoke serious consideration. Certainly, we need to be aware of the 
difficulty, and to let our arrangements be such as to give every chance to the 
reduced supply of youth and enterprise which will be available to us in the 
future” (p. 121). 

The projections of population trends are continued to 2047, and three such 
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estimates are made. The first, a low one, assumes that the family size will 
fall to 80 per cent; the second, a medium one, assumes that family size will 
remain constant; and the third, a high one, assumes an increase of 6 per cent 
in family size. It is also assumed that mortality will continue to fall and that 
the marriage rates will remain roughly constant at the level of 1942-1947. On 
these assumptions, the population which was 48.2 million in 1947 will lie 
between 48.6 and 51.8 million in 1977. The number over 65 will constitute 
about one-sixth of the population as against one-tenth in 1947. Total popula- 
tion will reach a maximum about 1977 and a slow decline will follow. If the 
average family size remains the same, the population of working age will 
remain roughly constant till 1977 and will then also decline. The average age 
will increase at least three years by 1977. “The future ageing which can be 
confidently predicted must not be thought of as being due primarily or even 
substantially to the fact that the average size of the family has fallen below 
the level required for full replacement. For the most part it represents merely 
the balance of the adjustment of the age-structure of our population to the 
decline in mortality since the 19th century, combined with the fact that the 
growth of our numbers is coming to an end. The bulk of it would still take 
place even if average family size were to remain steadily at full replacement 
level from now onwards” (p. 223). 

Policy recommendations are made to assist parenthood. The Commission 
believes that parents are unfairly handicapped and that this reflects a long 
term trend of overlooking the needs of the family. Measures to correct these 
handicaps are considered justified on grounds of equity and social welfare 
as well as to maintain a replacement size of the family. In proposing financial 
assistance, the Commission recommends that the relative economic position 
of the family in effect since 1938 be maintained, that aid be based on equal 
assistance to parents of all classes and income levels, and that parents in the 
higher and upper medium-income ranges be entitled to such further tax 
reliefs as can be justified on grounds of fiscal equity. Under family services, 
home helps are recommended, such as nursery schools, improved laundry 
facilities, holidays for mothers and maternity and prenatal care services. 
Housing should stress family needs and city planning should include facilities 
for family recreation. 

The Report has met with favorable reception generally. The Liberal Party, 
which had conducted a brief survey of its own on population trends, has ex- 
pressed general pleasure with the report, pointing out that the principle of 
allowances for children as proposed by the Report has been an official party 
policy since 1941. The Report has been criticized as being meek, ineffective 
and politically expedient in its policy recommendations. Some have criticized 
its treatment of problems such an international balance of payments and em- 
ployment without quantitative assessments of the effects of population changes 
upon these factors. Catholic organizations have criticized its emphasis on 
voluntary parenthood. Despite these criticisms, the Report has made a valu- 
able contribution to the analysis of present population trends. It has arrived 
at conclusions quite different from prewar considerations, the magnitude of 
the projected decline in British population and the dates of the turning points 
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being different. To some extent, these differences are due to new evidence. 
But the new conclusions are mainly due to the methodology which is the 
greatest contribution of the Report. Forecasts on the basis of the net repro- 
duction rate are rejected because of their sharp fluctuations; instead, move- 
ments in average family size are considered more appropriate for study of 
population trends and their probable consequences. 
NATHAN BropskKY 

Washington, D.C. 


The Law of Unemployment Insurance in New York. By Davin Cotin. (New 
York: New York University Institute of Labor Relations and Social 
Security. 1950. Pp. xxiv, 412. $6.00.) 

Centuries ago the Mercantilists demonstrated, and later Friedrich List and 

others impressed the importance of public administration which could fulfill 

or pervert the intention of the legislature. Through the years the truth of 
this preachment has been exemplified, until administrative agencies, extended 
and articulated, have their own bodies of legal precedent. 

Professor Colin has explored the portion of this field which, more than 
others, is close to the average citizen and bears immediately upon the func- 
tioning of the economy. The bool: is remarkable for its combination of minute 
and multifarious detail with preservation of perspective and comment on 
major matters of policy past and future. The amount of scrutiny of cases in 
order to extract from them significant features of fact and decision was 
manifestly enormous. Without cluttering his pages, Professor Colin has pre- 
sented the infinite variety of circumstance which demanded to be fitted into 
just and workable principles. So much of economic exposition is vague and ; 
seemingly timeless. Here, for a grateful change, the author offers a local : 
habitation and a name. ; 

Administrators of unemployment insurance in all states and in other coun- 5 
tries will find this study fascinating reading, for it is prepared and set forth 
with intimate acquaintance and yet detachment of judgment. Experience or 
merit rating is not so much assaulted as it is undermined in the constant argu- 
ment of the author and the illuminating introduction and appendix supplied 
by Professor Herman A. Gray. Unhappily, almost at the moment of appear- 
ance of the book, New York seems on the point of joining the other states 
in resort to a fallacy which is near kin to the old notion of individual sin or 
virtue being responsible for economic fortunes. Even this error, popular as it 
is, may in time be abandoned, and then the wise advice of Professor Colin 
and his friends will be honored in the observance. 

Generally, the administrative machinery of unemployment insurance in 
New York, as planned and functioning, is approved, especially the provision 
for appeal to an independent administrative tribunal. The volume is so rich 
and varied that one is thankful for the unusually full index which permits 
instant and accurate use of the material and views presented. 

BroaDus MITCHELL 
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Evucxen, W. Translated from the German by T. W. Hutchison. The foundations of eco- 
nomics—history and theory in the analysis of economic reality. (Chicago: Univ. of 
Chicago Press. 1951. Pp. 358. $4.75.) 

Gaver, A. D., Harriss, C. L., and Spencer, M. H., editors. Basic economics—a book of 
readings. (New York: Prentice-Hall. 1951. Pp. xv, 624. $2.95.) 


Harrop, R. F. The life of John Maynard Keynes. (London: Macmillan and Co. Ltd. 
New York: Harcourt, Brace. 1951. Pp. xvi, 674.) 

Hart, A. G. Anticipations, uncertainty, and dynamic planning. Reissue of 1940 ed., with 
new preface. (New York: Augustus M. Kelley. 1951. Pp. xiii, 98. $1.50.) 


Lasorsa, G, Statistica economica. 3rd ed., rev. (Padua: Cedam. 1950. Pp. xv, 493.) 


Lutz, F. and Lutz, V. The theory of investment of the firm. (Princeton: Princeton Univ. 
Press. 1951. Pp. x, 253. $4.) 

Marcuat, J. Cours d’économie politique. (Paris: Lib. de Medicis. 1950. Pp. 938.) 

Mencer, C. Principles of economics. Translated and edited by J. Dingwall and B. F. Hose- 
litz, with an introduction by F. H. Knight. (Glencoe: The Free Press. 1950. Pp. 
328. $5.) 

Picov, A. C. Keynes’s “General Theory.” (New York: Macmillan and Co. 1950. Pp. vii, 
69. $1.25.) 

Sarva, J. Una introduccidn a la economia. (Barcelona: Bosch. 1950. Pp. 238. 60 ptas.) 


Sixes, E, R. Contemporary economic systems. Rev. ed. (New York: Henry Holt and Co. 
1951. Pp. xii, 756. $4.75.) 
The revised edition contains new chapters on the British Labor Government and addi- 
tional materials on changes in other national economies since 1940. 


Soute, G. H. Introduction to economic science. (New York: New American Library. 
1951. Pp. 138. 35c.) 


Stone, R. The role of measurement in economics. The Newmarch lectures given at Uni- 
versity College, London, 1948-1949. (New York: Cambridge Univ. Press. 1951. Pp. viii, 
85. $2.50.) 


Weser, W. Wirtschaftwissenschaft und wirtschaftspolitik in Osterreich. (Vienna: Springer. 
1949. Pp. 85. 11s, 6d.) 

Wooc, H. The Tableau Economique of Francois Quesnay—an essay in the explanation of 
its mechanism and a critical review of the interpretations of Marx, Bilimovic and Oncken 
Staatswiss. stud. 7. (Bern: A. Francke. 1950. Pp. 100. 15 sw. fr. 
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Wootton, B. F. A. Testament for social science—an essay in the application of scientific 
method to human problems. (New York: Norton. 1951. Pp. 204. $3.) 


Economic History; National Economies 
BanervEA, P, A Study of Indian economics. 6th ed. re-written and enlarged. (Calcutta: 
Univ. of Calcutta. 1951, Pp. xiv, 679.) 
Famcuitp, H. P. The prodigal century. (New York: Philosophical Library. 1950. Pp. 
xvii, 258. $3.75.) 
Guriuan, W. The Soviet Union: background, ideology, reality—a symposium. (Notre 
Dame: Univ. of Notre Dame Press. 1951. Pp. vii, 216. $3.50.) 


Joun, A. H. The industrial development of South Wales 1750-1850—an essay. (Cardiff: 
Univ. of Wales Press. 1950. Pp. xi, 201. 12s., 6d.) 


Kuczynsk1, J. Studien zur geschichte des deutschen imperialismus. Vol. Il, Propaganda- 
organisationen des monopolkapitals. (Berlin: Dietz Verlag. 1950. Pp. 337.) 


Kurxarnt, G, B. Economic organization. (Bombay: Sydenham College Co-Operative 
Stores. 1951. Pp. xii, 262. Rs. 5/8.) 
Contains chapters on the development of economic institutions and the revolution in 
industry, transport, agriculture, and commerce. 
Lewis, A. R. Naval power and trade in the Mediterranean, A.D. 500-1100, Princeton stud. 
in history, 5. (Princeton: Princeton Univ. Press. 1951. p. 283. $4.) 


Linpsay, P. and Groves, R. The Peasants’ Revolt 1381. (London: Hutchinson. 1950, Pp. 
184. 18s.) 


Masts, R. Proyectos de viviendas economicas para San Salvador. (Washington: Pan 


American Union. 1950. Pp. 57, mimeo.) 


Perrer, E. L. The closing of the public domain—disposal and reservation policies, 
1900-50. (Stanford: Stanford Univ. Press. 1951. Pp. xi, 372. $4.50.) 


Roruscuirp, K. W. The Austrian economy since 1945. (New York: Royal Inst. of 
Internat. Affairs. 1951. Pp. 88. $1.75.) 


Sompart, W. The Jews and modern capitalism. Translated by M. Epstein, with an intro- 
duction to the American edition by B. F. Hoselitz. (Glencoe, Ill.: The Free Press. 1951. 
Pp. xlii, 402. $4.50.) 


The first American edition of the translation by H. Epstein which appeared in 1913. 


STERNBERGER, D. Research in Germany on pressing social problems—a social science sur- 
vey of German social issues. (Washington: European Affairs Div., Library of Congress. 
1951. Pp. 31.) 


THorner, D. Investment in Empire—British railway and steam shipping enterprise in 
India 1825-1849. (Philadelphia: Univ. of Pennsylvania Press. 1950. Pp. xiii, 197. $3.75.) 


Trevetyan, G. M. Illustrated English social history. Vol. I, From Chaucer to the early 
Tudors. Vol. TI, The age of Shakespeare and the Stuart period. (New York: Longmans, 
Green, 1950. Pp. 206 plus 124 gravure plates in each vol. $3.75, each.) 

Price to be increased to $4.50. Vol. III to be ready about June, 1951. 


Vax, C. N. Economic consequences of divided India, (Bombay: Vora and Co. 1950. 
Pp. xvi, 555. Rs. 21/-.) 
A detailed factual account of the interdependence of India and Pakistan and an 
analysis of the problems of readjustment. 
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Wicny, P. A ten year plan for the economic and social development of the Belgian Congo. 
Art, life, and science in Belgium, no. 16. (New York: Belgian Government Information 
Center. 1950. Pp. 72.) 

Wiuamson, H. F., editor. The growth of the American economy. 2nd ed. revised and 
rewritten. (New York: Prentice-Hall. 1951. Pp. xiv, 946. $5.75.) 

The following bibliographies have been published by the Library of Congress, Wash- 
ington, D.C., and may be obtained upon application to the Information Office: 

Korea: an annotated bibliography of publications in western languages. Pp. 155. $1.10. 

Korea: an annotated bibliography of publications in the Russian language. Pp. 84. 
65c. 

Korea: an annotated bibliography of publications in Far Eastern languages. Pp. 167. 
$1.15. 

Indochina: a bibliography of the land and people, Pp. xii, 367. $2.50. 

Policies and controls in a war-burdened economy—a report of the Committee on Economic 
Policy. (Washington: Chamber of Commerce of the U.S. 1950. Pp. 21. 25c.) 

5th Quarterly report on Germany by the U.S. High Commissioner for Germany, October 
1-December 31, 1950. (New York: High Commissioner of Germany, APO 757-A. 1951. 
Pp. 125.) 


Arnow, K. S. The attack on the cost of living index. (Washington: Committee on Public 
Administration Cases. 1951. Pp. 166.) 


Butrersaucn, G. I. A bibliography of statistical quality control—supplement. (Seattle: 
Univ. of Washington Press. 1951. Pp. 141.) 
The original annotated bibliography was issued in-1946. 


Kuan, H. W. and Tucker, A. W., editors. Contributions to the theory of games. Annals 
of mathematics stud. no. 24. (Princeton: Princeton Univ. Press. 1950. Pp. xv, 201. $3.) 


Leontier, W. W. The structure of American economy 1919-1939—an empirical application 
of equilibrium analysis. 2nd ed., enlarged. (New York: Oxford Univ. Press. 1951. Pp. 
xvii, 264. $5.75.) 

Original 1941 edition The Structure of American Economy 1919-1929 is reproduced 
in Parts I, II, and III of this volume without change. Part IV, comprising four addi- 
tional chapters, introduces the concept of an “open” as contrasted with the “closed” 
system described in the earlier edition and examines application of the analytical tech- 
niques to practical policy-making. These chapters appeared originally in the Quarterly 
Journal of Economics and the American Economic Review. 

Smart, L. E. and Arnoxp, S. Practical rules for graphic presentation of business statistics. 
2nd ed. (Columbus: Bur. of Bus. Research, Ohio State Univ. 1951. Pp. xv, 137. $2.50.) 


Catalog of United States census publications 1790-1945. (Washington: Bur. of the Census, 
Dept. of Commerce. 1950. Pp. 320.) 


Economic Systems; Planning and Reform; Cooperation 


Ditz, G. W. British coal nationalized. (New Haven: Edward W. Hazen Foundation. 1951. 


Pp. 92.) 


Ernaupt, L. Greatness and decline of planned economy in the Hellenistic world. (Bern: 
A. Francke. 1950. Pp. 48. 4.80 sw. fr.) 


Haim, G. N. Economic systems—a comparative analysis. (New York: Rinehart. 1951. 


Pp. x, 438. $4.50.) 
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Hazuitt, H. The great idea. (New York: Appleton-Century-Crofts. 1951. Pp. 374. $3.50.) 
A novel contrasting the systems of capitalism and communism in the year 2100. 
Lanzit1o, A. La pianificazione e la vita (Milan: A. Guiffré. 1950. Pp. 218.) 
Lewis, W. A. The principles of economic planning. (Washington: Public Affairs Press. 
1951. $2.; cloth, $2.50.) 
Lovepay, A. The only way—a study of democracy in danger. (New York: Macmillan. 
London: William Hodge and Company Ltd. 1951. Pp. xvi, 221. $2.50.) 


Tuomas, I. The socialist tragedy. (New York: Macmillan. 1951. Pp. 254. $2.75.) 
A former official of the English Labor Government explains his change of front be- 

cause of the socialist threat to democratic freedom. 

Wricut, D. McC. Capitalism. Econ. handbook ser. (New York: McGraw-Hill. 1951. Pp. 
xvii, 246. $3.25.) 

Co-operative organisation, Rept. II. ILO Regional Conference for the Near and Middle 
East, Teheran, April 1951. (Geneva: Internat. Lab. Office. 1950. Pp. 77.) 

Our immediate programme. (New Delhi: All-India Congress Committee. 1950. Pp. 99. 
Rs. 2.) 


Work for all or unemployment. (Prague: Orbis. 1950. Pp. 126.) 


National Income and Social Accounting 


Miter, H. P. Changes in the distribution of family income in the United States, 1936- 
1948. Grad. research stud. in bus. and econ. pol. no. 100. (Washington: School of Gov- 
ernment, The George Washington Univ. 1950. Pp. 20, mimeo.) 


ScHELLING, T. C. National income behavior—an introduction to algebraic analysis. (New 


York: McGraw-Hill. 1951. Pp. x, 291. $4.50.) 

Tew, B. Wealth and income. An analysis of the economic and financial systems “ Aus- 
tralia and Great Britain. (London: Cambridge Univ. Press, for the Melbourne Univ. 
Press. 1950. Pp. ix, 307. 21s.) 

Income of families and persons in the United States: 1949. Bur. of the Census current 
population repts., ser. P-60, no. 7. (Washington: Supt. Docs. 1951. Pp. 36.) 

National income of British Indian and the Union provinces 1945-46. National income of 
the Indian Union provinces, 1946-47. (New Delhi: Govt. of India Press. 1949. Pp. 16; 17.) 


Business Fluctuations; Prices 

CHANDLER, L. V. Inflation in the United States 1940-1948. (New York: Harper and Bros. 
1951. Pp. xi, 402. $6.; text ed., $4.50.) 

Hansen, A. H. Business cycles and national income. (New York: W. W. Norton and 
Co. 1951. Pp. xv, 639.) 

Hart, A. G. Defense without inflation. With recommendations for economic policy in 
the present emergency by the Committee on Economic Stabilization—J, M. Clark, 
T. W. Schultz, A. Smithies, and D. H. Wallace. (New York: Twentieth Century Fund. 
1951. Pp. xiv, 186, $2.) 

Harwoop, E. C. Cause and control of the business cycle. 4th ed. (Great Barrington, Mass. 
American Inst. for Econ. Research. 1950. Pp. 144. $1.) 

Huttcren, T. Cyclical diversities in the fortunes of industrial corporations. Occas. paper 
no. 32. (New York: Nat. Bur. of Econ. Research. 1950. Pp. 29. 50c.) 
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Nourse, E. G. The nineteen fifties come first. (New York: Henry Holt and Co. 1951. Pp. 
184. $2.) 


Oxenretpt, A. R. Industrial pricing and market practices. (New York: Prentice-Hall. 
1951. Pp. xii, 602. $4.75.) 


Srewart, W. W. Monetary policy and economic prosperity—testimony before the Mac- 
millan Committee, July 3-4, 1930. Introduction by D. W. Woodward. Nat. econ. prob- 
lems, no. 433. (New York: American Enterprise Assoc. 1950. Pp. 63. 50c.) 


The business outlook 1951, Stud. in bus. econ. no. 27. (New York: Nat. Indus. Conference 
Board. 1951. Pp. 52.) 


The economic and political hazards of an inflationary defense economy. Materials pre- 
pared by the Committee staff for the Joint Committee on the Economic Report, 82nd 
Cong., 1st sess. (Washington: Supt. Docs. 1951. Pp. vi, 96.) 


General credit control, debt management, and economic mobilization. Materials prepared 
for the Joint Committee on the Economic Report by the Committee staff. Joint Com- 
mittee print, 82nd Cong., 1st sess. (Washington: Supt. Docs. 1951. Pp. vi, 98.) 


Implementation of full employment policies, report no. 1: measures taken in the second 
half of 1949 by various countries for the purpose of achieving full employment. U.N. 
doc. ST/ECA/S. (Lake Success: U.N. Dept. of Econ. Affairs. 1950. Pp. 52.) 


January 1951 economic report of the President. Hearings before the Joint Committee on 
the Economic Report, 82nd Cong., 1st sess., Jan. 22-Feb. 2, 1951. (Washington: Supt. 
Docs. 1951. Pp. vi, 530.) 


Joint economic report. Report of the Joint Committee on the Economic Report on the 
January 1951 Economic Report of the President, 82nd Cong., 1st sess. (Washington: 
Supt. Docs. 1951. Pp. iv, 121.) 


Strategic economic factors of the 1950’s. General management ser., no. 149. (New York: 
American Management Assoc. 1950. Pp. 36. 75c.) 


Money and Banking; Short-Term Credit; Consumer Finance 


Gues, R. Y. Credit for the millions—the story of credit unions. (New York: Harper. 
1951. Pp. 220. $2.50.) 

Mossé, R. La Monnaie. With observations by L. Federici and R. Triffin. (Paris: Lib. 
Marcel Riviére et Cie. 1950. Pp. 205. 450 fr.) 


The first of a series of surveys to be published under the heading Bilans de la Con- 
naissance Economique. 


Muré, G. Struttura e funzionamento della compagnia mercantile dei Peruzzi—con parti- 
colare riguardo all’aspetto bancario. (Catania: Universita degli Studi di Catania. 1950. 
Pp. 153. 


Rosinson, R. I. The management of bank funds. (New York: McGraw-Hill. 1951. Pp. 
vii, 425. $5.50.) 


Business Finance; Investments and Security Markets; Insurance 


Corey, E. R. Direct placement of corporate securities. (Boston: Harvard Univ., Grad. 
School of Bus. Admin. 1951. Pp. x, 233. $3.50.) 


Frienp, I. Activity on over-the-counter markets. (Philadelphia: Univ. of Pennsylvania 
Press. 1951. Pp. 79. 85¢c.) 
First product of the Securities Research Staff of the Wharton School of Finance and 
Commerce—a unit set up for the study of over-the-counter security markets under a 
grant from the Merrill Foundation for Advancement of Financial Knowledge. 
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Kamm, J. O. Economics of investment. (New York: American Book Co. 1951. Pp xii, 
547. $4.50.) 

Lerrier, G. L. The stock market. (New York: Ronald Press, 1951. Pp. xii, 580. $6.) 

Louman, P. H. and Riccrarpr, F. M. Wall Street explains its operations to a visiting 


university class. (New York: N.Y. Inst. of Finance, distributor. 1951. Pp. vi, 274. $3.) 
A collection of thirty-one lectures by executives in the investment business. 


VicrEux, P. Le marché financier. (Toulouse: Soubiron. 1951. Pp. 324.) 


Wuyte, L. G. Principles of finance and investment. (London: Cambridge Univ. Press. 
Vol. I, 1949; Vol. II, 1950. Pp. x, 192; vii, 176. 12s., 6d.) 

Financing business expansion—the record of sources and uses of funds in the period 1946 
through 1949. Econ. policy div. ser., no. 30. (New York: Nat. Assoc. of Manufacturers. 
1950. Pp. 31.) 

The work of the Securities and Exchange Commission. By the Securities and Exchange 
Commission. (Washington: Supt. Docs. 1951. Pp. 33.) 


Public Finance 

Butters, J. K., Lintner, J., Cary, W. L., assisted by Nutanp, P. Effects of taxation— 
corporate mergers. (Boston: Harvard Univ., Grad. School of Bus. Admin. 1951. Pp. 
xviii, 364. $4.25.) 

Due, J. F. Provincial retail sales taxes in Canada. Canadian tax papers no. 1. (Toronto: 
Canadian Tax Foundation. 1951. Pp. 24.) 

Goopve, R. The corporation income tax. (New York: Jobn Wiley and Sons. London: Chap- 
man and Hall, Ltd. 1951. Pp. xiii, 242. $3.) i 

LAUFENBURGER, H. Economie financiére en trois legons. (Paris: Recueil Sirey. 1950. Pp. 
140.) 

Lutz, H. L. Am excess profits tax is against the public interest. Econ. policy div. ser., 
no. 33. (New York: Nat. Assoc. of Manufacturers. 1950. Pp. 12.) 

McKinney, G. W. Federal taxing and spending in Virginia; a quantitative study. Pre- 
pared for Committee on Public Finance. (Richmond: Advisory Council on the Vir- 
ginia Economy. 1950. Pp. 57.) 

Poorg, K., editor. Fiscal policies and the American economy. (New York: Prentice-Hall. 
1951. Pp. x, 468.) 

Reep, E. W. Comparative analysis of the Arkansas tax system. (Fayetteville: Univ. of 
Arkansas College of Bus. Admin. 1950. Pp. 223.) 

Sicaroos, R. A. The Pennsylvania local tax law—an analysis of Pennsylvania Act. No. 481, 
1947. Bur. of Bus. Research bull. no. 46. (State College: Bur. of Bus. Research, Penn- 
sylvania State College. 1950. Pp. 82.) 

Stnciar, J. S. A half-century of government spending. (New York: Nat. Indus. Con- 
ference Board. 1950. Pp. 16.) 

Sonne, H. C. “Economics” as applied to government fiscal policy and debt management. 
(New York: Sanders Printing Corp. 1950. Pp. 29.) 

Waite, M. I. Personal income tax reduction in a business contraction. (New York: 
Columbia Univ. Press. 1951. Pp. 144. $2.50.) 

Annual report of the Commissioner of Internal Revenue for the fiscal year ended June 30, 
1950. (Washington: Supt. Docs. 1951. Pp. 243.) 
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The budget of the United States government for the fiscal year ending June 30, 1952. 
With President’s budget message and summary budget statements issued as separate docu- 
ment (House Doc. 17). (Washington: Supt. Docs. 1951. Pp. 1032.) 


. Special analyses from the Budget of the United States Government for the fiscal 
year ending June 30, 1952, obtainable from the Bureau of the Budget : 
Federal activities in civil public works and other construction. Pp. 12. 
Federal aid to state and local governments. Pp. 5. 
Federal credit programs. Pp. 6. 
Investment, operating, and other budget expenditures. Pp. 7. 


Summary of the President’s 1952 budget. Prepared by the staff of the Joint Committee 
on Internal Revenue Taxation. (Washington : Supt. Docs. 1951. Pp. 41.) 


Combined statement of receipts, expenditures and balances of the United States government 
for the fiscal year ended June 30, 1950. Doc. no. 3169. (Washington: U.S. Treasury 
Dept. 1951.) 


The federal budget in brief, fiscal year 1952. Bureau of the Budget. (Washington: Supt. 
Docs. 1951. Pp. 44.) 


Federal credit programs. (Washington: Bur. of the Budget. 1951. Pp. 6.) 


Federal tax program for the period of defense and partial mobilization. Econ. policy div. 
ser., no. 34. (New York: Nat. Assoc. of Manufacturers. 1950. Pp. 24.) 


Financing defense—can expenditures be reduced? (New York: Committee on Federal Tax 


Policy. 1951. Pp. 31.) 


Intergovernmental relationships between the United States and the states and munici- 
palities. 1., A review of the federal grant-in-aid programs for the fiscal year 1950. Re- 
port of a subcommittee of the Senate Committee on Expenditures in the Executive 
Departments, 82nd Cong., ist sess. Senate rept. 94. (Washington: Supt. Docs. 1951. 
Pp. 57.) 


Paying for defense. A statement on national policy by the C.E.D. Research and Policy 
Committee. (New York: Committee for Econ. Development. 1950. Pp. 43.) 


Postwar trend in state debt; a state-by-state analysis. (New York: Tax Foundation. 1950. 
Pp. 26.) 


Taxation of public utility gross receipts in Kentucky. Prepared by the Bur. of Bus. Re- 
search, Univ. of Kentucky, for the Committee on Functions and Resources of State 
Government. (Frankfort: Legislative Research Committee, Commonwealth of Kentucky. 
1951. Pp. 18, mimeo.) 


Tax Survey Commission, 1949, third interim report. (Baltimore: Maryland Tax Survey 
Commission. 1950. Pp. 113.) 


Trends in state finance: 1950. Research rept. 31. (Chicago: Federation of Tax Adminis- 
trators. 1950. Pp. 36.) 


International Economics 
Brown, S. G., editor. Great issues: The making of current American policy. With con- 
tributions by N. M. Blake, W. F. Galpin, H. Schwartz, S. C. Sufrin, P. H. Taylor, and 
W. B. Walsh, members of the staff of the Maxwell School of Citizenship and Public 
Affairs at Syracuse Univ. (New York: Harper and Bros. 1951. Pp. viii, 578. $3.) 
Contains six chapters on American government and economic development and twenty 
on foreign governments and economies and American foreign policy. 


CamMpseELL, C. S., Jr. Special business interests and the Open Door policy. (New Haven: 
Yale Univ. Press. 1951. Pp. v, 88. $3.) 
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Exxer, M. H. Equilibrium of international trade and international monetary compensa- 
tions. (The Hague: Central Planning Bur. 1950. Pp. 41.) 


Enxe, S. and Sarera, V. International economics. 2nd ed. (New York: Prentice-Hall. 
1951. Pp. ix, 724.) 


Hancock, W. K. Wealth of colonies. The Marshall lectures delivered at Cambridge on 17 
and 24 February 1950. (New York: Cambridge Univ. Press. 1950. Pp. 81. $1.75.) 
A discussion of problems of development and welfare in the British colonies, prefaced 
by a dismissal of the Leninist theory of imperialism and by historical reference to the 
special cases of Tasmania, West Africa and Burma. 


Hoskins, H. L. Middle East oil in United States foreign policy. Pub. Affairs bull. no. 89. 
(Washington: Legislative Reference Svce., Library of Congress. 1950. Pp. 118. 85c.) 


Kersiay, B. H. The economic relations of the U.S.S.R. with foreign countries during the 
war and in the post-war period. Soviet Econ. Development bull. 5 (ser. 2). (New York: 
Frederick A. Praeger, Inc., distributor for Dept. of Econ. and Institutions of the 
U.S.S.R., Univ. of Birmingham. 1951. Pp. 27.) 


MarsH, D. B. World trade and investment—the economics of interdependence. (New 
York: Harcourt, Brace. 1951. Pp. xxii, 594. $6.75; text, $5.50.) 

PatsH, F. W. The post-war financial problem and other essays. (New York: Macmillan. 
1950. Pp. ix, 263. $3.) 

Rosen, S. McK. The combined boards of the second world war—an experiment in inter- 
national administration. (New York: Columbia Univ. Press. 1951. Pp. 288. $4.) 

Satter, J. A. Foreign investment. Essays in internat. finance no. 12. (Princeton: Dept. 
of Econ. and Social Institutions, Princeton Univ. 1951. Pp. 56.) 


Sovant, N. V. Economic relations of India with South-East Asia and the Far East. (New 
York: Oxford Univ. Press. 1951. Pp. 141. $2.) 


Wanoer, H. Die bedeutung der auswanderung fiir die lésung européischer fiiichtlings— 
und bevodlkerungs-probleme. (Kiel: Institut fiir Weltwirtschaft, Universitat Kiel. 1951. 
Pp. 92. DM 5,-.) 


Agreement for the establishment of a European Payments Union. 


. Directives for the application of the agreement for the establishment of a Euro- 
pean Payments Union. 


. A European Payments Union and the rules of commercial policy to be followed 
by member countries. 
(Paris: Organisation for European Econ. Cooperation. 1950. Pp. 50; 23; 24.) 


Chamber of Commerce of the United States. The following publications may be ob- 
tained from their Foreign Commerce Dept., Washington 6, D.C. 
The Chamber and the Charter. 1949. Pp. 32. 
European economic development. 1950. Pp. 22. 
A guide to foreign government information services. 1949, Pp. 32. 
Trade agreements and the American economy. 1950. Pp. 71. 
The United Nations and world government. 1950. Pp. 52. 25c. 
What the National Chamber stands for in world affairs. 1950. Pp. 35. 


Economic Cooperation Administration publications, Washington, D.C.: 
ECA participating countries—trends in the volume of foreign trade. Special rept. 
1950. Pp. 55. 
ECA, the technical assistance program. Special anal. ser. 1950. Pp. 18. 
The Marshall Plan: A program of international cooperation. 1950. Pp. 63. 
Recovery guides: A record of progress in the ERP countries, February 1951. 1951. 
Pp. 166. 
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The vole of ECA in Southeast Asia—special report, January 15, 1951. 1951. Pp. 21. 

Supplement to the 9th report to Congress of the Economic Cooperation Admistration. 
Part I, The European Payments Union and trade liberalization. Part II, Additional agree- 
ments and documents relating to economic assistance. 1951. Pp. 100. 


Export promotion and the drive for dollars. The Netherlands benefit by Marshall Aid. 
(Rotterdam : Rotterdamsche Bank. 1950. Pp. 45.) 


1951 extension of the Reciprocal Trade Agreements Act. Hearings before the House Com- 
mittee on Ways and Means, 82nd Cong., Ist sess., Jan. 22-26, 1951. House rept. 14. 
(Washington : Supt. Docs. 1951. Pp. 625.) 


Food and Agriculture Organization of the United Nations. World outlook and state of 
food and agriculture—1950. (New York: Columbia Univ. Press. 1950. Pp. vi, 81. $1.) 


Fiir eine neue weltwirtschaftbekenntnisse abgelegt auf dem deutschen weltwirtschajtstag 
1950. (Berlin and Frankfurt A.M.: Verlag fiir Rechtswissenschaft vorm. Franz Vahlen. 
1950. Pp. 179. Dm 6,-.) 

Invisible trade of the United States in the postwar era. Technical paper no. 1. (New 
York: Nat. Indus. Conference Board. 1951. Pp. 55, mimeo.) 

First of a new series of studies designed for a technical or professional reader. 

New horizons in the East, the Colombo Plan for co-operative economic development in 
South and South-East Asia. Prepared by Economic Information Unit, G.B. Treasury. 
(London: H.M. Stat. Office. 1950. Pp. 40.) 

Organization for European Economic Co-operation. Internal financial stability in member 
countries. (New York: Columbia Univ. Press. 1950. Pp. 122. $1.50.) 


Partners in progress. A report of the International Development Advisory Board, March, 
1951. (Washington : Supt. Docs. 1951. Pp. 120.) 


Regulations concerning dealings in gold and foreign exchange in France. Suppl. 8. (Basle: 
Bank for Internat. Settlements. 1951. Pp. 136.) 


Regulations relating to foreign funds control in the United States. Suppl. 5. (Basle: Bank 
for Internat. Settlements. 1951. Pp. 21.) 


Report on the census of India’s foreign liabilities and assets as on 30th June, 1948. (Bom- 
bay : Reserve Bank of India. 1950. Pp. 291. $1.50.) 

Review of foreign trade, first half year of 1950. Prepared by the International Trade Div., 
Dominion Bur. of Statistics. (Ottawa: E. Cloutier. 1951. Pp. 72.) 

The Schuman Plan constituting a European coal and steel community. Draft treaty con- 
stituting the European coal and steel community and draft convention containing the 
transitional provisions. Dept. of State pub. 4173. (Washington: Supt. Docs. 1951. Pp. 
126. 55c.) 

Tenth report to Congress of the Economic Cooperation Administration for the quarter 
ended September 30, 1950. (Washington: Supt. Docs. 1951. Pp. xi, 147.) 

Trade and payments arrangements, U.N. Committee on Industry and Trade, Econ. Com- 
mission for Asia and the Far East. Doc. E/CN.11/I and T/22. (Lake Success: United 
Nations. 1950. Pp. 124.) 

United Nations programme of technical assistance under General Assembly resolutions 58 
(1), 200 (III) and 246 (111). Report of the secretary-general. U.N. doc. E/1893, 9 Jan. 
1951. (Lake Success: United Nations. 1951. Pp. 99.) 

United Nations statistical yearbook 1949-50. U.N. pub. 1950. XVII.3. (New York: Co- 
lumbia Univ. Press. 1950. Pp. 555. $6.) 

The United States and Europe: a bibliographical examination of thought expressed in 
American publications during 1950. (Washington: European Affairs Div., Library of 
Congress. 1950. Pp. 209. $1.40.) 
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Die weltwirtschaft ende 1950. (Kiel: Institut fiir Weltwirtschaft an der Universitat Kiel. 


1950. Pp. 89.) 


Batty, H. H. Specialized accounting systems—including construction and installation. 2nd 
ed. (New York: John Wiley and Sons. 1951. Pp. xii, 579. $6.) 


Baker, H. G., editor. Some selected problems and cases on market research. Prepared by 
the Committee on the Teaching of Market Research, American Marketing Association. 
(Athens: College of Bus. Admin., Univ. of Georgia. 1950. Pp. 42, mimeo.) 


———. The teaching of general marketing—an interim report of the Sub-Committee on 
the Teaching of General Marketing. Presented at the annual meeting of the American 
Marketing Association, Dec., 1949, New York City. (Athens: College of Bus. Admin., 
Univ. of Georgia. 1950. Pp. 30, mimeo.) 


Braprorp, E. S. Marketing research: how to analyze products, markets, and methods of 
distribution. (New York: McGraw-Hill. 1951. Pp. xii, 379. $5.) 


Dean, J. Managerial economics. (New York: Prentice-Hall. 1951. Pp. xiv, 621. $5.) 
InsorerA, F. Teorica dell’ ammortamento. (Turin: Einaudi. 1950. Pp. 303. 2400 L.) 


Mover, C. A. and Mavutz, R. K. Functional accounting (intermediate). (New York: 
John Wiley and Sons. London: Chapman and Hall. 1951. Pp. xii, 523. $6.) 

Ristow, W. W. Marketing maps of the United States—an annotated list. (Washington: 
Library of Congress, Map Division. 1951. Pp. 52.) 

Rosnett, R. H., Hm, T. M., and Beckett, J. A. Accounting. (Chicago: Richard D. 
Irwin. 1951. Pp. xiv, 570. $5.50.) 

Savres, P., editor. Food marketing—twenty-two leaders of the food industry tell how the 
nation’s biggest and most complex business works—and why. (New York: McGraw- 
Hill. 1950. Pp. 347. $5.) 


Tremain, A. Successful retailing—a handbook for store owners and managers. (New 
York: Harper and Brothers. 1951. Pp. x, 363. $4.95.) 


Wave, H. H. Fundamentals of accounting. 3rd ed. (New York: John Wiley and Sons. 
London: Chapman and Hall Ltd. 1951. Pp. vii, 367. $4.75.) 


Wits, C. M. Cumulative voting for directors. (Boston: Harvard Univ., Grad. School 
of Bus. Admin. 1951. Pp. ix, 194. $3.) 


Industrial Organization and Markets; Public Regulation of Business 


Connery, R. H. The navy and the industrial mobilization in World War II. (Princeton: 
Princeton Univ. Press. 1951. Pp. xiv, 527. $6.) 


Devons, E. Planning in practice—essays in aircraft planning in war-time. (New York: 
Cambridge Univ. Press. 1951. Pp. vii, 231. $3.) 


DocKERAY, J. C. The small businessman and sources of loans. Pub. of Office of Domestic 
Commerce. (Washington: Supt. Docs. 1950. Pp. 27.) 


LincoLn, G. A., Stone, W. S. and Harvey, T. H., editors. Economics of national security. 
(New York: Prentice-Hall. 1950. Pp. xvi, 601. Text ed., $5.) 


Morey, L. and Hackett, R. P. Fundamentals of governmental accounting. 2nd ed. (New 
York: John Wiley and Sons. London: Chapman and Hall Ltd. 1951. Pp. xiii, 518. 
$5.50.) 


SENGLET, J-J. Die preispolitik der schweiz wahrend des ersten weltkrieges: historisch- 
systematische untersuchung unter heranziehung von vergleichsmaterial des zweiten 
weltkrieges. Staatswiss. stud. bd. 5. (Bern: A. Francke. 1950. Pp. 298. 18.-sw. fr.) 


Business Administration 
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SwisHer, C. B. The theory and practice of American national government. (Boston: 
Houghton Mifflin Co. 1951. Pp. viii, 949, xix. $5.) 
Parts 5 and 6 are devoted to government economic control. 


Tompkins, D. C. National defense in 1950—the federal program; a selected bibliography. 
Defense bibliog., no. 1. (Berkeley: Univ. of California, Bur. of Public Admin. 1950. 
Pp. 37.) 


Annual report of the Federal Trade Commission for the fiscal year ended June 30, 1950. 
(Washington: Supt. Docs. 1951. Pp. 137.) 


Antitrust law enforcement by the Federal Trade Commission and the Antitrust Division, 
Department of Justice. A preliminary report, House Select Committee on Small Business, 
8ist Cong., 2nd sess. House rept. 3236. (Washington: Supt. Docs. 1951. Pp. 95.) 


Competitive freight absorption. Report of the Senate Committee on Interstate and 
Foreign Commerce, 81st Cong., 2nd sess., rept. 2627. (Washington: Supt. Docs. 1950. 
Pp. 26.) 


Defense Production Act progress reports. Hearings before Joint Committee on Defense 
Production, 82nd Cong., 1st sess., Feb. 8-13, 1951. (Washington: Supt. Docs, 1951. 
3 pts.) 


The economic impact of the rearmament program. Bull. no. 169. (New York: Institute 
of Internat. Finance of New York Univ. 1950. Pp. 18.) 


Export of strategic materials. Hearings before a subcommittee of the House Committee on 
Interstate and Foreign Commerce, 81st Cong., 2nd sess., Sept. 6-18, 1950. (Washington: 
Supt. Docs. 1950. Pp. 225.) 


Extension of rent control. Hearings before the Senate Committee on Banking and Cur- 
rency, 81st Cong., 2nd sess., Nov. 29, 1950. Senate rept. 2585. (Washington: Supt. Docs. 
1950. Pp. 27.) 


Federal government agencies engaged sn defense mobilization activities: a list with descrip- 
tive material. (Washington: Supt. Docs. 1951. Pp. 33.) 


Federal records of World War II. Vol. I, Civilian agencies. Nat. Archives pub. 51-7. (Wash- 
ington: Supt. Docs. 1950. Pp. 1073.) 


Final report of the House Select Committee on Small Business, 81st Cong., 2nd sess. 
(Washington : Supt. Docs. 1951. Pp. 110.) 


Financial planning for defense production. Fin. management ser. no. 98. (New York: 
American Management Assoc. 1951. Pp. 48.) 


Functional operation of the Federal Trade Commission. Hearings before the House Select 
Committee on Small Business, 81st Cong., 2nd sess., June 26-28, 1950. (Washington: 
Supt. Docs. 1951. Pp. 105.) 


Guide to price control. Analysis no. 82. (New York: Research Inst. of America. 1951. 
Pp. 48.) 


Material shortages. Hearings before the Select Committee on Small Business, 82nd Cong., 
Ist sess., Jan. 18-26, 1951. Senate rept. 77. (Washington: Supt. Docs. 1951. 4 pts.) 


Monopoly today. By Labor Research Assoc. (New York: Internat. Publishers. 1950. Pp. 
128. $1.50.) 
A distorted account sufficiently charactered by a concluding sentence: “Unless the 
power of the Wall Street monopolies is effectively curbed in their activities both at home 
and abroad, American imperialism will run its course leading to fascism and war.” 


Policies and controls in a war-burdened economy—a report of the Committee on Eco- 
nomic Policy. (Washington: Chamber of Commerce of the U.S. 1950. Pp. 21. 25¢c.) 
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Reconstruction Finance Corporation Study. Interim report on favoritism and influence of 
the Senate Committee on Banking and Currency, 82nd Cong., 1st sess., Feb. 5, 1951. 
Senate rept. 76. (Washington: Supt. Docs. 1951. Pp. 28.) 


Reconstruction Finance Corporation reorganization plan no. 1 of 1951. Hearings, 82nd 
Cong., Ist sess., Mar. 2-5, 1951. (Washington: Supt. Docs. 1951. Pp. 77.) 


Reconstruction Finance Corporation reorganization plan no, 24 of 1950. Hearings before 
the House Committee on Expenditures in the Executive Departments, 81st Cong., 2nd 
sess. (Washington : Supt. Docs. 1950. Pp. 40.) 


Renegotiation of contracts..Hearings before the Senate Committee on Finance, 82nd Cong., 
1st sess., Jan. 31-Feb. 2, 1951. House rept. 7, Jan. 20, 1951; Senate rept. 97, Feb. 14, 
1951. (Washington: Supt. Docs. 1951. Pp. 139.) 


Reorganization in the executive branch of the government—report of the Committee on 
Expenditures in the Executive Departments. Senate Rept. no. 2680, 81st Cong., 2nd 
sess. (Washington: Supt. Docs. 1950. Pp. 83.) 


Report of the Attorney General of the United States, prepared pursuant to section 708 (e) 
of the Defense Production Act of 1950. (Washington: Supt. Docs. 1950. Pp. 40.) 

Deals with “dangers to a competitive enterprise economy which are inherent in 
mobilization for defense.” 


Report of the Federal Trade Commission on interlocking directorates. 8ist Cong., 2nd 
sess. House doc. 652. (Washington: Supt. Docs, 1951. Pp. 510.) 


Report of the Federal Trade Commission on rates of return for 529 identical companies 
in 25 selected manufacturing industries, 1940, 1947-49. (Washington: Federal Trade 
Commission. 1950. Pp. 28.) 


Report of the Federal Trade Commission on the divergence between plant and company 
concentration 1947. (Washington: Supt. Docs. 1950. Pp. 162.) 


Stockpiling of strategic and critical materials. Hearings before the special subcommittee of 
the House Committee on Armed Services, 81st Cong. 2nd Sess., May 5-Sept. 21, 1950. 
(Washington: Supt. Docs. 1950. Pp. 22.) 


Temporary extension of rent control. Hearings before the House Committee on Banking 
and Currency, 81st Cong., 2nd sess., Dec. 4, 1950 House rept. 1343 and 3182. (Washing- 
ton: Supt. Docs. 1950. Pp. 51.) 


Public Utilities; Transportation; Communications 


Barcer, H. The transportation industries 1889-1946—a study of output, employment, and 
productivity. (New York: Nat. Bur. of Econ. Research. 1951. Pp. xvi, 228. $4.) 


Lanvon, C. E. Transportation—principles, practices, problems. (New York: William 
Sloane Associates. 1951. Pp. xxii, 618. $4.75.) 


Annual report of the Civil Aeronautics Board. (Washington: Supt. Docs. 1950. Pp. 66.) 


16th Annual report of the Federal Communications Commission, fiscal year ended June 
30, 1950. (Washington : Supt. Docs. 1951. Pp. 181.) 


64th Annual report of the Interstate Commerce Commission. (Washington: Supt. Docs. 
1951. Pp. 179.) 


British Transport Commission report and accounts for 1949. (London: H. M. Stat. Office. 
1950. Pp. viii, 408. 8s.) 


Report of the Federal Trade Commission on international cartels in the alkali industry. 
(Washington: Supt. Docs. 1950. Pp. 96.) 
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Statistics of publicly owned electric utilities, 1949. (Washington: Federal Power Com- 
mission. Pp. 217.) 

Industry Studies 

Grover, J. G. and Corner, W. B., editors. The development of American industries. 
3rd ed. (New York: Prentice-Hall. 1951. Pp. xxvii, 1121. $8.) 

Contains additional chapters on industries and products not included in the 1941 
edition, and other editorial improvements, The various chapters were written de mem- 
bers of the respective industries. 

Hertz, D. B., editor and Rusenster, A. H., asst. editor. Costs, budgeting, and economics 
of industrial research. Proceedings of the first annual Conference on Industrial Research, 
sponsored by the Department of Industrial Engineering, Columbia University. (New 
York : King’s Crown Press, Columbia Univ. 1951. Pp. x, 261. $4.50.) 

Uttricn, P. Der standort der schweizerischen industrie unter besonderer beriicksichtigung 
von sinn und mdglichkeit einer schweizerischen standortspolitik. Staatswiss. stud. 8. 
(Bern: A. Francke. 1951. Pp. vii, 158. 16.-sw. fr.) 

The iron and steel industry. Report of the Subcommittee on Study of Monopoly Power 
of the House Committee on the Judiciary, 81st Cong., 2nd sess., Dec. 19, 1950. (Washing- 
ton: Supt. Docs. 1950. Pp. 92.) 


Tin 1949-1950. A review of the world tin industry. (The Hague: International Tin Study 
Group. 1950. Pp. 55. 4s.) 


Land Economics; Agriculturai Economics; Economic Geography 
Acocx, A. M. Progress and economic problems in farm mechanization. U. N. Food and 
Agric. Organization pub. (New York: Columbia Univ. Press. 1950. Pp. 94. $1.) 
Anperson, A. W. and Power, E. A. Fishery statistics of the United States, 1947. Statis. 


digest no. 21. (Washington : Supt. Docs. 1950.) 

Averitt, P. and Berryuitt, L. R. Coal resources of the United States: a progress report, 
Nov. 1, 1950. Geological survey circular 94. (Washington: Dept. of the Interior. 1950. 
Pp. 33.) 

Frank, B. and Netsoy, A. Water, land, and people. (New York: A. Knopf. 1950. Pp. 331.) 

Harrison, J. D. B. Planning a national forest inventory. U.N., F.A.O. forestry and 
forest products studies, no. 1. (New York: Columbia Univ. Press. 1950. Pp. 96. $1.) 

Hoover, C. B. and RatcHrorp, B. U. Economic resources and policies of the south. (New 
York: Macmillan. 1951. Pp. xxvii, 464. $5.50.) 

Maris, P. V. “The land is mine” from tenancy to family farm ownership. Agric. monog. 
no. 8. (Washington: Supt. Docs. 1951. Pp. 387.) 

Patterson, R. F. Industrial development in South Dakota, with special reference to the 


tax climate for business and industry. (Vermillion: Univ. of South Dakota, School of 
Bus. Admin., Bus. Research Bur. 1950. Pp. 24.) 


Prett, E. Grosstadtforschung. (Bremen: Walter Dorn. 1950. Pp. 272. DM 8,-.) 


SuapaD, T. Geography of the USSR—a regional survey. (New York: Columbia Univ. 
Press. 1951. Pp. xxxii, 584. $8.50.) 


SATTERFIELD, M. H. Soil and sky—the development and use of Tennessee Valley resources. 
(Knoxville: Bur. of Public Admin., Univ. of Tennessee. 1950. Pp. 120.) 


Stamp, L. D. and Wootprince, S. W., editors. London essays in geography—Rodwell 
Jones memorial volume. (Cambridge: Harvard Univ. Press, for the London School 
of Economics and Political Science. 1951. Pp. xiv, 351. $5.) 
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Taytor, G., editor. Geography in the twentieth century. (New York: Philosophical 
Library. London: Methuen, 1951. Pp. x, 630. $8.75.) 


Wanuam, S. M. and Woon, G. L. Land utilization in Australia, 2nd rev. ed. (New York: 
Cambridge Univ. Press. 1951. Pp. xx, 376. $5.50.) 

First published, 1939. Second revised edition, 1950, by the Melbourne University 
Press for the Australian Institute of International Affairs in conjunction with the Insti- 
tute of Pacific Relations. 

ZacHarias, C. W. B. Madras agriculture. (Madras: Univ. of Madras. 1950, Pp. xii, 408. 
Rs. 15/-.) 


Annual report of the Farm Credit Administration 1949-1950. (Washington: Supt. Docs. 
1950. Pp. 176.) 


Basic data relating to energy resources. Senate Committee on Interior and Insular Affairs 
print. (Washington: Supt. Docs. 1951. Pp. 226.) 


Defense housing and community facilities. Hearings before the House Committee on 
Banking and Currency, 82nd Cong., 1st sess., Jan. 22-Feb. 6, 1951. House rept. 211. 
(Washington : Supt. Docs. 1951. Pp. 419.) 

Housing investigations. A report of the House Committee on Banking and Currency, 81st 
Cong., 2nd sess. (Washington: Supt. Docs. 1951. Pp. 62.) 


New England—New York Resources Survey Commission. Hearings before a subcommittee 
of the Senate Committee on Public Works, 81st Cong., 2nd sess. (Washington: Supt. 
Docs. 1950. Pp. 199.) 


Report of the administrator of the Production and Marketing Administration. (Washing- 
ton: Supt. Docs. 1951.) 


Report of the comptroller general on the audit of Tennessee Valley Authority for the fiscal 
year ended June 30, 1950. (Washington : Supt. Dors. 1951. Pp. 86.) 


Report of the President’s Water Resources Policy Commission. Vol. 2, Ten rivers in 
America’s future. Vol. 3, Water resources law. (Washington: Supt. Docs. 1950. Pp. 
801; 777.) 


Report on coal and iron ore studies by the Committee on Industry and Trade of the 
U. N. Economic Commission for Asia and the Far East. U. N. doc. E/CN.11/1 and 
T/16. (Lake Success: U. N. Econ. and Soc, Council. 1950. Pp. 238.) 


Residential mortgage and construction financing, Hagerstown, Maryland. (College Park: 
Univ. of Maryland, Bur. of Bus. and Econ. Research. 1951. Pp. 35.) 


The South as an economic region. Library of Congress, Legislative Reference Service, public 
affairs abstracts. (Washington: Library of Congress. 1950. 30c.) 


Tennessee Valley Authority. Annual report for the fiscal year ended June 30, 1950. (Wash- 
ington: Supt. Docs. 1950. Pp. 164.) 


Tennessee Valley Authority. The Kentucky project: a comprehensive report on the planning, 
design, construction, and initial operations of the Kentucky project. Tech. rept. no. 13. 
(Washington : Supt. Docs. 1951. Pp. 877.) 


Underemployment of rural families. Prepared by the committee staff for the Joint Com- 
9 on the Econ. Report, 82nd Cong., 1st sess. (Washington: Supt. Docs, 1951. Pp. 
, 74.) 


A water policy for the American people—summary of recommendations from the report 
of the President’s Water Resources Policy Commission. (Washington: Supt. Docs. 1950. 
Pp. 18. 15c.) 
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Labor 


BERNSTEIN, I. The New Deal collective bargaining policy. (Berkeley and Los Angeles: Univ. 
of California Press. 1950. Pp. xi, 178. $3.) 


Bontracio, G. Alcuni dati sulle condizioni di vita dei lavoratori Triestini. Stud. e monog. 
no. 4. (Rome: Soc. Italiana di Econ. Demografia e Statistica. 1950. Pp. 36.) 


Bouvier, E., S. J. Patrons et ouvriers. (Montreal: Industrial Relations Section, Univ. of 
Montreal. 1951. Pp. 209. $1.25.) 
Industrial relations discussed from a Catholic religious viewpoint. 


Carett, E. Unternehmergewinn und arbeitslohn. (Munich: Richard Pflaum. 1950. Pp. 174. 
DM 138.-) 


Dare, E. Sources of economic information for collective bargaining. Research rept. no. 
17. (New York: American Management Assoc. 1951. Pp. 171. $3.75.) 


Duntop, J. T. and Hm1, A. D. The Wage Adjustment Board; wartime stabilization in 
the building and construction industry. (Cambridge: Harvard Univ. Press. 1950. Pp. 
166.) 


Kriept, P. H. and Stone, C. H. Industrial relations positions and personnel—a survey of 
characteristics of personnel and industrial relations officials and union officials. (Min- 
neapolis: Univ. of Minnesota, Indus. Relations Center. 1950. Pp. viii, 72.) 


Mevers, F. Economics of labor relations. (Chicago: Richard D. Irwin. 1951. Pp. xii, 
435. Text ed. $5.) . 


Mriter, D. C. and Form, W. H. Industrial sociology—an introduction to the sociology 
of work relations. (New York: Harper and Bros. 1951. Pp. xi, 896. $6.) 


Netson, C. W. Use of factorial design in industrial relations research. Univ. of Minnesota 
Indus. Relations Research and tech. rept. 6. (Dubuque, Iowa: Wm. C. Brown Co. 1951. 
Pp. iii, 52. $1.50.) 


Nestet, L. P. Labor relations in the laundry industry in greater New York. (New York: 
Claridge Pub. Corp. 1951. Pp. 106. $2.) 
First of a series to be published on labor relations in an industry. 


Reynotps, L. G. The structure of labor markets—wages and labor mobility in theory and 
practice. Yale Labor and Management Center ser. (New York: Harper and Bros. 1951. 
Pp. ix, 328. $4.50). 


Suister, J., editor. Readings in labor economics. (Philadelphia: J. B. Lippincott Co. 
1951. Pp. x, 661. $4.75.) 


Suuttz, G. P. Pressures on wage decisions—a case study in the shoe industry. (New York: 
John Wiley and Sons, and The Technology Press, Massachusetts Institute of Technology. 
1951. Pp. vii, 142. $3.) 


Stronc, J. V. Employee benefit plans in operation. Univ. of Michigan, Bur. of Indus. 
Relations, rept. no. 4. (Washington: Bur. of National Affairs. 1951. Pp. 360. $5.) 


TANNENBAUM, F. A philosophy of labor. (New York: A. A. Knopf. 1951. Pp. 199. $2.75.) 


Tomas, R. W. Workmen’s compensation in New Mexico. (Albuquerque: Univ. of New 
Mexico. 1950. Pp. v, 179. $2.) 


Werne, B. The law of labor relations. (New York: Macmillan. 1951, Pp. xiv, 471. $5.75.) 


ng ‘is Pattern for industrial peace. (New York: Harper and Bros. 1951. Pp. ix, 
245. $3.50. 


° 
aby 
| 
ich 
AN 
his 
i 
q 
q 
ray 


TITLES OF NEW BOOKS 531 


Annual report of the National Mediation Board, including the report of the National Rail- 
road Adjustment Board for the fiscal year ended June 30, 1950. (Washington: Supt. 
Docs. 1950. Pp. 90.) 


Annual report on the labor force, 1950. Current population repts., ser. P-50, no. 31. (Wash- 
ington: Bur. of the Census. 1951. Pp. 31.) 


Employee welfare and benefit programs. Proceedings of a conference held March 23-24, 
1950. Univ. of Minnesota Indus. Relations Center research and tech. rept. 7. (Dubuque, 
Iowa: Wm. C. Brown Co. 1951. Pp. iv, 49. $1.) 


Fact book on manpower. (Washington: Bur. of Labor Statistics, Dept. of Labor. 1951.) 


International Labor Office publications, Geneva : 
Building, Civil Engineering and Public Works Committee. Record of the second 

session, Rome 1949. 1951. Pp. iv, 157. 

Building, Civil Engineering and Public Works Committee, third session, Geneva, 1951: 

Rept. I, General report. 1951. Pp. 88. 

Rept. II, Welfare in the construction industry. 1951. Pp. 39. 

Rept. III, Seasonal unemployment in the construction industry. 1951. Pp. 97. 
Freedom of association and conditions of work in Venezuela. 1950. Pp. 185. 
Labour problems in Turkey. Report of a mission of the ILO, March-May 1949. 

1950. Pp. vi, 282, $1.75. 
Manpower problems—vocational training and employment service. Rept. I, ILO 
Regional Conference for the Near and Middle East, Teheran, April 1951. 1951. Pp. 46. 
Methods of labour productivity statistics. Report prepared for the Seventh Inter- 
national Conference of Labour Statisticians, Geneva, Sept., 1949. 1951. Pp. iv, 136. 75c. 
Record of proceedings, fourth conference of American States members of the Inter- 
national Labour Organisation, Montevideo, April-May, 1949. 1951, Pp. xxiv, 289. 
Record of proceedings, thirty-second session, International Labour Conference, Geneva, 
1949, 1951. Pp. 1, 881. 


Labor in the American economy. (Philadelphia: Am. Academy of Pol. and Soc. Science. 
The Annals, March, 1951. Pp. 205.) 


Labor-management relations, Great Britain, France, Sweden. Pub. no. 79. (Chicago: 
Research Council for Econ. Security. 1951. Pp. 21.) 


Labor-management relations in the Bonneville Power Administration. Report of the 
Senate Committee on Labor and Public Welfare, 82nd Cong., 1st sess. Senate rept. no. 
192. (Washington: Supt. Docs. 1951. Pp. v, 70.) : 

Maximum utilization of employed manpower—a check list of company practice. (Prince- * 
ton: Indus. Relations section, Princeton Univ. 1951. Pp. 54. $1.) : 


Personnel problems under mobilization; with a section on economic and poiitical factors. 
Personnel ser., no. 135. (New York: American Management Assoc. 1950. Pp. 62. $1.25.) } 


Premium pay practices in private industry. (Washington: Bur. of Labor Statistics, Dept. 
of Labor. 1951. Pp. 54.) 

Problems and policies of dispute settlement and wage stabilization during World War II. 
Prepared for the National Security Resources Board by former members of the National 
War Labor Board. Bur. of Labor Statistics bull. no. 1009, (Washington: Supt. Docs. 
1950. Pp. 380.) 


Recueil de travaux du Centre Interfacultaire du Travail de l'Université de Liége. (Liege: 
Universite de Liége. 1950. Pp. 184.) 


Report of the forty-ninth annual conference of the Labour Party, Margate, 1950. (London: 
Transport House. 1951. Pp. 258, 2s., 6d.) 


Résumé of the proceedings of the 17th National Conference on Labor Legislation, Nov. 
29-Dec, 1, 1950. Dept. of Labor bull. 141. (Washington: Supt. Docs. 1950. Pp. 59.) 
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Selected bibliography of the Labor Management Relations Act. (Washington: Nat. Lab. 
Relations Board Library. 1950.) 


State court injunctions. Report of the Subcommittee on Labor-Management Relations of 
the Senate Committee on Labor and Public Welfare, 81st Cong., 2nd sess. (Washington: 
Supt. Docs. 1951. Pp. 118.) 


Population; Social Welfare and Living Standards 


Boyce, C. W. and others. How to plan pensions; a guidebook for business and industry. 
(New York: McGraw-Hill. 1950. Pp. 495. $5.) 


Crarke, C. E. Social insurance in Britain. (London: Cambridge Univ. Press. 1950. Pp. 
x, 136. 13s., 6d.) 


Davis, K. The population of India and Pakistan. Prepared under the editorial sponsorship 
of Office of Population Research, Princeton Univ. (Princeton: Princeton Univ. Press. 
1951. Pp. xvi, 263. $7.50.) 


Nicuotson, J. L. Variations in working class family expenditure. (Oxford: Univ. of 
Oxford, Inst. of Statistics. 1950. Pp. 60. 2s., 6d.) 


Prouproot, M. J. Population movements in the Caribbean. Caribbean Commission, Central 
Secretariat pub. (New York: Columbia Univ. Press. 1950. Pp. 195.) 


Vesien, T. Elimination of the unfit. (Saugatuck, Conn.: The 5x8 Press. 1950. Pp. 54. 
35c.) 


1950 Census of population: alphabetical index of occupations and industries. Rev. ed. 
(Washington: Bur. of the Census. 1951. Pp. 374.) 

1950 Census of population: classified index of occupations and industries. Bur. of the 
Census. (Washington: Supt. Docs. 1950. Pp. 228.) 

Report of the New York State Advisory Council on Placement and Unemployment In- 


surance for the year 1950. (New York: State Advisory Council on Placement and Un- 
employment Insurance, 1951. Pp. 38.) 


Social security. Rept. III, ILO Regional Conference for the Near Middle East, Teheran, 
April 1951. (Geneva: Internat. Lab. Office. 1950. Pp. 69.) 


Some basic readings in social security; 1950 supplement. Soc. Security Agency pub. no, 28. 
(Washington : Supt. Docs. 1950. Pp. 55.) 


Unemployment insurance. Hearings before a subcommittee of the House Committee on 
Ways and Means, 81st Cong., 2nd sess., Dec. 12-20, 1950. (Washington: Supt. Docs. 
1951. Pp. 181.) 


United medical and hospital administration act. Hearings before the Senate Committee on 
Labor and Public Welfare, 81st Cong., 2nd sess., July 10-12, 1950. (Washington: Supt. 
Docs. 1950. Pp. 180.) 


Unclassified Items 
Corz, G. D. H. Essays im social theory. (London: Macmillan. 1950. Pp. 251. 15s.) 


Lewin, K. Field theory in social science; selected theoretical papers, ed. by D. Cartwright. 


Univ. of Michigan, Research Center for Group Dynamics pub. (New York: Harper and 
Bros. 1951. Pp. 366. $5.) 


Annual report of the council 1949-1950. (New York: Royal Inst. of Internat. Affairs. 
1951. Pp. 81.) 
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Annual report Survey Research Center. (Ann Arbor: Inst. for Social Research. 1950. Pp. 
16.) 

Social Science Research Council annual report 1949-1950. (New York: Social Sci. Research 
Council. 1951. Pp. 65.) 
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PERIODICALS 


Economic Theory; General Economics 


ALEXANDER, S. S. Mr. Harrod’s dynamic model. Econ. Jour., Dec., 1950. Pp. 16. 
Aten, R. G. D. The substitution effect in value theory. Econ. Jour., Dec., 1950. Pp. 11. 


Baumot, W. J. The Neumann-Morgenstern utility index—an ordinalist view. Jour. Pol. 
Econ., Feb., 1951. Pp. 6. 


Bertranp, J. Le concept de cotit chez les premiers marginalistes. Rev. d’Hist. Econ. et 
Soc., no. 3, 1950. Pp. 25. 

Borptn, A. Equilibrio ed indeterminazione. Giorn. d. Econ., Nov.-Dec., 1950. Pp. 13. 

BraeveErR, W. Der mathematiker-Gkonom. Zur erinnerung an Johann Heinrich von Thiinen. 
Kyklos, vol. IV, fase. 2/3, 1950. Pp. 22. 

CareLt, E. Johann Heinrich v. Thiinen und die moderne wirtschaftstheorie. Zeitschr. f. d. 
Ges. Staatswiss., no. 4, 1950, Pp. 10. 


Cuecxtanp, S. G. The advent of academic economics in England. Manchester School 
Econ. and Soc. Stud., Jan., 1951. Pp. 28. 


CurpmMan, J. S. Professor Goodwin's matrix multiplier. Econ. Jour., Dec., 1950. Pp. 11. 


Cooper, W. W. A proposal for extending the theory of the firm. Quart. Jour. Econ., Feb., 
1951. Pp. 23. 


Courtin, R. Sur la nature et importance des déséquilibres économiques. Rev. d’Econ. 
Pol., Sept.-Oct., 1950, Pp. 12. 


Davies, J. H. A note on “Competition and the Price Policy of Entrepreneurs.” Yorkshire 
Bull. Econ. and Soc. Research, July, 1950. Pp. 11. 


Dumontirr, J. La notion de Véquilibre chez Joseph Schumpeter. Rev. d’Econ. Pol., Sept.- 
Oct., 1950. Pp. 30. 


Enxe, S. Equilibrium among spatially separated markets: solution by electric analogue. 
Econometrica, Jan., 1951. Pp. 8. 


Friscu, R. L’emploi des modéles pour l’élaboration d’une politique économique rationnelle. 
Rev. d’Econ. Pol., Sept.-Oct., 1950. Pp. 25. Pts. 2 and 3, Nov.-Dec., 1950. Pp. 34. 


Goopwin, R. M. Does the matrix multiplier oscillate? Econ. Jour., Dec., 1950 Pp. 7. 

Hare, A. E. C. The theory of effort and welfare economics. Economica, Feb., 1951. Pp. 14. 

Hesse, A. Karl Diehl und die sozialrechtliche richtung in der nationalékonomie. Schmollers 
Jahrb., vol. 70, no. 6, 1950. Pp. 20. 

Knicut, F. H. The réle of principles in economics and politics. Am. Econ. Rev., Mar., 
1951. Pp. 29. 

Letwin, W. The authorship of Sir Dudley North’s Discourses on Trade. Economica, Feb., 
1951. Pp. 22. 

Maitiet, P. Une étude d’économie synthétique: le “Modéle” de Leontif. Rev. d’Econ. 
Pol., Nov.-Dec., 1950. Pp. 25. 

Marcnat, J. Gegenstand und wesen der wirtschaftswissenschaft: von einer mechanischen 
wissenschaft 2u einer wissenschaft vom menschen. Zeitschr. f. d. Ges. Staatswiss., no. 
4, 1950. Pp. 23. 

Mars, J. A study in expectations: reflections on Shackle’s “Expectation in Economics,” 
Pt. I. Yorkshire Bull. Econ. and Soc. Research, July, 1950. Pp. 36. 


Papanpreou, A. G. Economics and the social sciences. Econ. Jour., Dec., 1950. Pp. 9. 
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PaumeEn, J. Les deux sociologies de Cournot. Rev. de I’Inst. de Sociologie, no. 2-3, 1950. 
Pp. 42. 

Peacock, A. T. and Berry, D. A note on the theory of income redistribution. Economica, 
Feb., 1951. Pp. 8. 

Prévost, R. La détermination des normes et la méthode de la science économique. Suivi 
d’une “Note sur l'étude de M. Prévost,” par P. Dieterlin. Rev. Econ., Dec., 1950. Pp. 25. 

PripraM, K. Prolegomena to a history of economic reasoning. Quart. Jour. Econ., Feb., 
1951. Pp. 37. 

Rosrnson, E. A. G. The pricing of manufactured products. Econ. Jour., Dec., 1950. Pp. 10. 

SamvueLson, P. A. The problem of integrability in utility theory. Economica, Nov., 1950. 
Pp. 31. 

Scunewwer, E. J. A. Schumpeter—der theoretiker. Weltwirtsch. Archiv, no. 2, 1950. Pp. 16. 

SouTERER, J. Quadragesimo Anno: Schumpeter’s alternative to the omnipotent. Rev. Soc. 
Economy, Mar., 1951. Pp. 12. 

Stark, W. Stable equilibrium re-examined. Kyklos, vol. IV, fase. 2/3, 1950. Pp. 15. 

Turvey, R. and Brems, H. The factor and goods markets, Economica, Feb., 1951. Pp. 12. 


VerHutst, M. Contribution a une théorie des fonctions de coat. Rev. d’Econ. Pol., Sept.- 


Oct., 1950. Pp. 11. 
Von Menino, O. Social ideals and economic theory. Kyklos, vol. IV, fase. 2/3, 1950. Pp. 24. 
Mises’ “Human Action.” Comment by M. N. Rornsarp and G. J. ScHutzer. Am. Econ. 
Rev., Mar., 1951. Pp. 10. 


An uncertainty theory of profit. Comments by A. Murap and J. A. SrocxFiscn and re- 
joinder by J. F. Weston. Am. Econ. Rev., Mar., 1951. Pp. 17. 


Economic Theory; National Economies 
Anorus, J. R., Monammnen, A. F., and Arzar, M. State and private enterprise in Pakistan. 


Far East. Survey, Apr. 4, 1951. Pp. 4. 

Bowen, R. H. The roles of government and private enterprise in German industrial growth, 
1870-1914. Jour. Econ. Hist., Suppl. X, 1950. Pp. 14. 

BrinkMan, C. Economie du marché, fiscalité et dirigisme dans la politique économique 
allemande depuis la réforme monétaire. Rev. de Sci. et de Légis. Finan., July-Aug.-Sept., 
1950. Pp. 15. 

CoueEn, J. B. The Colombo Plan for cooperative economic development. Middle East Jour., 
winter, 1951. Pp. 7. 

Crick, W. F. Britain’s post-war economic policy, 1945-50. Canadian Jour. Econ. and Pol. 
Sci., Feb., 1951. Pp. 11. 

DyaMA.zapEH, M. A. An outline of the social and economic structure of Iran: 1. Internat. 
Lab. Rev., Jan., 1951. Pp. 16. 

Gary, H. C. The U.S.S.R.—economic strengths and weaknesses. For. Policy Reports, Apr. 
1, 1951. Pp. 10. 

Haz.ewoop, A. Problems of Israel’s economy. Bull. Oxford Univ. Inst. of Stat., Dec., 1950. 
Pp. 13. 

Heatu, M. S. Public railroad construction and the development of private enterprise in 
the South before 1861. Jour. Econ. Hist., Suppl. X, 1950. Pp. 13. 

Innis, H. A. Technology and public opinion in the U.S. Canadian Jour. Econ. and Pol. 
Sci., Feb., 1951. Pp. 24. 

Jenxins, S. Philippine White Paper. Far East. Survey, Jan. 10, 1951. Pp. 6. 


Kerwin, R. W. Private enterprise in Turkish industrial development. Middle East Jour., 
winter, 1951. Pp. 18. 
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Matacu, V. W. External determinants of the Canadian upswing, 1921-9. Canadian Jour. 
Econ. and Pol. Sci., Feb., 1951. Pp. 15. 

Muyxes, A. L. The economic development of Eastern Europe: review of materials for 
study. Part I. Internat. Affairs, Jan., 1951. Pp. 10. 

Sacnac, P. La crise de l'économie francaise a la fin de ancien régime et au début de la 
Révolution. Rev. d’Hist. Econ. et Soc., no. 3, 1950. Pp. 19. 


Benets WypEemans, F. Les principales statistiques utilisées en économie. La Vie Econ. et 
Soc., Jan., 1951. Pp. 23. ‘ 

Wirks, S. S. Undergraduate statistical education. Jour. Am. Stat. Assoc., Mar., 1951. Pp. 
18. 

Yamapa, I. A measurement of money utility and functional values of the cost of living 
index. Annals of the Hitotsubashi Acad., Oct., 1950. Pp. 9. 

Economic Systems; Planning and Reform; Cooperation 

Broom, C. C. Is a consistent governmental economic policy possible? Current Econ. Com- 
ment, Nov., 1950. Pp. 10. 

Biicuner, R. Grundfragen der wirtschaftspolitik. Schmollers Jahrb., vol. 71, no. 1. Pp. 46. 

Myrpat, G. The trend towards economic planning. Manchester School Econ. and Soc. 
Stud., Jan., 1951. Pp. 42. 

Ritscui, H. Wirtschaftsordnung und wirtschaftspolitik. Weltwirtsch. Archiv., no. 2, 1950. 
Pp. 62. 


National Income and Social Accounting 
Apert, H. The federal statistical system. Am. Jour. Soc., Mar., 1951. Pp. 8. 


Fasricant, S. The state asd measurement: the quantitative study of government activity. 
Jour. Econ. Hist., suppl. X, 1950. Pp. 15. 

Krause, H. Measuring the volume of agricultural production. Jour. Farm Econ., Nov., 
1950. Pp. 20. 

Lanotey, K. M. The distribution of capital in private hands in 1936-38. Bull. Oxford 
Univ. Inst. of Stat., Dec., 1950. Pp. 22. 

. The distribution of capital in private hands in 1936-38 and 1946-47 (Pt. II). 

Bull. Oxford Univ. Inst. of Stat., Feb., 1951. Pp. 22. 

Reppaway, W. B. Movements in the real product of the United Kingdom, 1946-1949. 
With discussion. Jour. Royal Stat. Soc., vol. CXIII, pt. IV, 1950. Pp. 29. 

Ruopes, E. C. Distribution of earned and investment incomes in the United Kingdom in 
1937-38. Economica, Mar., 1951. Pp. 17. 

Scuutz, R. R. On the measurement of income inequality. Am. Econ. Rev., Mar., 1951. 
Pp. 16. 

Seers, D., in association with Henverson, P. D., and Hottanp, D. G. National income: 
third quarter of 1950. Bull. Oxford Univ. Inst. of Stat., Jan., 1951. Pp. 16. 

Estimates of gross national product in constant dollars, 1929-49. Survey Current Bus., 
Jan., 1951. Pp. 6. 

National income and national product in 1950. Survey Current Bus., Feb., 1951. Pp. 6. 


Business Fluctuations; Prices 


Bézy, F. Les phases de la conjoncture au sein de la firme. Les agencements cycliques des 
cofits de production dans un charbonnage belge 1836-1939, Bull. de I’Inst. de Recherches 
Econ. et Soc., Feb., 1951. Pp. 46. 
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Bisuop, G. A. A note on the overinvestment theory of the cycle and its relation to the 
Keynesian theory of income. Am. Econ. Rev., Mar., 1951. Pp. 12. 

Brovcn, R. Fiscal policy in a defense economy. Nat. Tax Jour., Dec., 1950. Pp. 10. 

Bountatuan, M. Le probléme du plein emploi et les experts des Nations Unies. Rev. 
d’Econ, Pol., Nov.-Dec., 1950. Pp. 28. 

Goopwin, R. M. The nonlinear accelerator and the persistence of business cycles. Econ- 
ometrica, Jan., 1951. Pp. 17. 

Gorter, W. and Hirpesrann, G. H. Is price control really necessary? Am. Econ. Rev., 
Mar., 1951. Pp. 5. 

Gurrton, H. Cycle économique et milieu international. Rev. Econ., Dec., 1950. Pp. 20. 

Hacen, E. E. The control of inflation. Current Econ. Comment, Feb., 1951. Pp. 13. 

Hicks, J. R. Introduszione ad una teoria del ciclo economico. L’industria, no. 4, 1950. 
Pp. 10. 

Jounson, A. To check inflation. Soc. Research, Mar., 1951. Pp. 8. 

Kriz, M. A. Credit control in France. Am. Econ. Rev., Mar., 1951. Pp. 22. 

McEvoy, R. H. The Federal Reserve—Treasury controversy. Current Econ. Comment, 
Nov., 1950. Pp. 10. 

Oser, J. Agricultural policy and the business cycle. Soc. Research, Mar., 1951. Pp. 23. 

Peacock, A. T. Keynesianische nationalékonomie und anti-inflations-politik. Zeitschr. 
f. d. Ges. Staatswiss., no. 4, 1950. Pp. 13. 

Ritter, L. S. Consumption taxes and income: comment. Am. Econ, Rev., Mar., 1951. 
Pp. 3. 

Roose, K. D. The role of net government contribution to income in the recession and 
revival of 1937-38. Jour. Finance, Mar., 1951. Pp. 18. 

SHaw, E. S. and Tarsuis, L. A program for economic mobilization. Am. Econ. Rev., 
Mar., 1951. Pp. 21. 

Van Waaspiyjx, T. Some aspects of capital movement, investment and financial liquidity. 
So. African Jour. Econ., Dec., 1950. Pp. 23. 

Vincent, A. L’explication des mouvements de prix en conjoncture (Pt. 2). Rev. d’Econ. 
Pol., Nov.-Dec., 1950. Pp. 34. 

Economic mobilization short of war (proceedings of a program at the annual meeting of 
the American Economic Association, Dec., 1950): General strategy of economic policy 
for less-than-total war, by A. G. Hart; Price control and rationing, by D. H. Wallace; 
Wage rate control standards, by C. R. Daugherty; Direct controls over the prices of 
non-cost-of-living items, by L. V. Chandler; The relation of price and production 
controls, by G. Ackley; with discussion by R. B. Heflebower, D. L. Wickens, and R. R. 
Moss. Am. Econ. Rev., Mar., 1951. Pp. 26. 

The supply and price situation. Fed. Res. Bull., Jan., 1951. Pp. 12. 


Wholesale prices in 1949, By the editor of The Statist. Jour. Royal Stat. Soc., vol. CXTIT, 
pt. IV, 1950. Pp. 15. 


Money and Banking; Short-Term Credit; Consumer Finance 
Acnapirr, D. The market structure of commercial banking in the U.S. Quart. Jour. Econ., 
Feb., 1951. Pp. 25. 
BernAcer, G. Money and freedom. Kyklos, vol. IV, fasc. 2/3, 1950. Pp. 17. 
Dempsey, B. W. The usury element in inflation. Rev. Soc. Economy, Mar., 1951. Pp. 8. 


Dupriez, L.-H. La théorie quantitative de la monnaie en conditions de sous-emploi. 
Doctrine et applications de conjoncture économique. Bull. de I’Inst. de Recherches Econ. 
et Soc., Feb., 1951. Pp. 26. 
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Keesinc, F. A. G. The monetary evolution of the Netherlands 1945-1950/ L’évolution 
monétaire des Pays-Bas 1945/1950. Pub. Finance (Finances Publiques), vol. V, no. 4, 
1950. Pp. 10. 

McEwen, R. J. The proper monetary role of the state in Catholic teaching. Rev. Soc. 
Economy, Mar., 1951. Pp. 12. 

Méricor, J.-G. and Coursors, P. Le probléme monétaire frangais depuis la fin du 
deuxiéme conflit mondial. Rev. Econ., Oct., 1950. Pp. 19. 

Mott, B. La reforma monetaria en el Pert. El) Trimestre Econ., Oct.-Dec. 1950. Pp. 19. 

Nocaro, B. La reforme monétaire de 1948 dans |’Allemagne occidentale. Rev. d’Econ. Pol., 
Sept.-Oct., 1950. Pp. 13. 

Rosa, R. V. The revival of monetary policy. Rev. Econ. and Stat., Feb., 1951. Pp. 9. 

Smumons, E. C. Secondary reserve requirements for commercial banks. Am. Econ. Rev., 
Mar., 1951. Pp. 16. 

Szymczak, M. S. The philosophy of current monetary and credit policy. Rev. Soc. Economy, 
Mar., 1951. Pp. 11. 

Yamacucui, S. The banking system in Japan and its problems. Annals of the Hitotsubashi 
Acad., Oct., 1950. Pp. 10. 

Program for voluntary credit restraint. Fed. Res. Bull., Mar., 1951. Pp. 4. 


Business Finance; Investments and Security Markets; Insurance 


Hetter, W. W. The anatomy of investment decisions. Harvard Bus. Rev., Mar., 1951. 
Pp. 9. 

McFerrin, J. B. Blue sky laws of the southeastern states. So. Econ. Jour., Jan., 1951. 
Pp. 16. 

Paisu, F. W. The London new issue market. Economica, Feb., 1951. Pp. 17. 

ZeNnTLER, A. P. Real investment in stocks and “Inventory Profits” in 1948. Economica, 
Nov., 1950. Pp. 15. 

Current financial position of corporations. Survey Current Bus., Jan., 1951. Pp. 8. 


Public Finance 

Biank, D. M. Reform of state-local fiscal relations in New York, 1. Nat. Tax Jour., 
Dec., 1950. Pp. 22. 

BRONFENBRENNER, M. The Japanese value-added sales tax. Nat. Tax Jour., Dec., 1950. 
Pp. 16. 

Bueuter, A. G. The capitalization of taxes. Nat. Tax Jour., Dec., 1950. Pp. 15. 

Burret, O. K. The impact of the excess-profits tax. Oregon Bus. Rev., Feb., 1951. Pp. 5. 

Butters, J. K., Fertner, W., Lintner, J., Smitn, D. T., Smitu, A., and Surrey, S. S. 
Tax program for sustained mobilization. Harvard Bus. Rev., Jan., 1951. Pp. 6. 

CuHamsers, S. P. The capital levy. Lloyds Bank Rev., Jan., 1951. Pp. 14. 

Couen, J. On the theory and measurement of treasury interest saving. So. Econ. Jour., 
Jan., 1951. Pp. 13. 

De Gapoiin, A. Quelques opinions erronées sur la possibilité de capital. Kyklos, vol. IV, 
fasc. 2/3, 1950. Pp. 12. 

Due, J. F. Retail sales taxation in theory and practice. Nat. Tax Jour., Dec. 1950. Pp. 12. 

Hamiaut, M. La dévaluation monétaire 1914-1950 a écrasé la hiérarchie de la fonction 
publique. Rev. de Sci. et de Légis. Finan., Oct.-Nov.-Dec., 1950. Pp. 21. 

Haycoop, T. F. Recent tax changes and their significance to agriculture. Agric. Fin. Rev., 
Nov., 1950. Pp. 9. 

Martin, J. P. Les rapports entre fiscalité fédérale et systémes d’impéts féderés. Rev. de 
Sci. et de Légis. Finan., Oct.-Nov.-Dec., 1950. Pp. 23. 
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Morton, W. A. Excess profits taxes versus higher regular corporate tax rates. Nat. Tax 
Jour., Dec., 1950. Pp. 5. 

Neumark, F. Probléme de progressivité dans une fiscalité rationnelle—remarques intro- 
ductrices. Rev. de Sci. et de Légis. Finan., July-Aug.-Sept., 1950. Pp. 24. 

Peacu, W. N. Treasury investment funds and open-market operations. Jour. Finance, 
Mar., 1951. Pp. 8. 

RatcuForD, B. U. La répartition des valeurs fédérales des Etats-Unis (1939-1949). Rev. de 
Sci. et de Légis. Finan., July-Aug.-Sept., 1950. Pp. 18. 

Scuwartz, E. and Moorg, D. A. The distorting effects of direct taxation: a re-evaluation. 
Am. Econ. Rev., Mar., 1951. Pp. 10. 

VANDERMEULEN, A. J. Criteria of “adequate” governmental expenditure and their impli- 
cations. Jour. Finance, Mar., 1951. Pp. 13. 

The federal budget for rearmament. Fed. Res. Bull., Feb., 1951. Pp. 7. 


International Economics 
Batocu, T. The balance of payments and domestic economic policy. Bull. Oxford Univ. 
Inst. of Stat., Feb., 1951. Pp. 10. 


. European unification and the dollar problem. With comments by A. SMITHIES 
and G. Haserter. Quart. Jour. Econ., Feb., 1951. Pp. 20. 


Bisset, R. M., Jr. The impact of rearmament on the free world economy. Foreign Affairs, 
Apr., 1951. Pp. 21. 


CuHatmers, H. Current trends in foreign trade policies: review of 1950. Foreign Commerce 
Weekly, Feb., 19, 1951. Pp. 8. 

CuasTENET, J. The Schuman Plan. Harvard Bus. Rev., Mar., 1951. Pp. 9. 

D’AnnA, F. C. The monetary aspects of the proposed West European Union/ Les aspects 
monétaires de Union européenne occidentale Pub. Finance (Finances Pub- 
liques), vol. V, no. 4, 1950. Pp. 10. 


Day, A. C. L. Devaluation and the balance of payments. vaititen Nov., 1950. Pp. 7. 


D’Estarnc, E. G. Les problémes monétaires de ? Union européenne occidentale: position de 
la France/ The monetary problem of the West European Union: the position of France. 
Pub. Finance (Finances Publiques), vol. V, no. 4, 1950. Pp. 15. 


De VocHEt, F. Les investissements internationaux. Annales de Sci. Econ. Appliquées, Jan., 
1951. Pp. 18. 


EnKkE, S. Some balance of payments pitfalls. Am. Econ. Rev., Mar., 1951. Pp. 3. 
Espy, W. R. Point Four and the will to reform. Far East. Survey, Mar. 7, 1951. Pp. 5. 


FeRNANDEZ-SHAW e ITURRALDE, D. Contenido de un tratado de comercio. El Trimestre 
Econ., Oct.-Dec., 1950. Pp. 26. 


Franck, P. G. and Franck, D. G. Implementation of United Nations technical assistance 
programs. Internat. Conciliation, Feb., 1951. Pp. 20. 


Harrop, R. European economic co-operation: a British viewpoint/ La coopération économ- 


ique européenne: un point de vue Britannique. Pub. Finance (Finances Publiques), vol. 


V, no. 4, 1950. Pp. 10. 
Hevuss, E. Das problem des gleichgewichtes beim bilateralen aussenhandel. Kyklos, vol. 
IV, fase. 2/3, 1950. Pp. 10. 


HorrMan, A. La théorie et la réalité du nouveau taux d’échange “franc frangais—dollar.” 
Kyklos, vol. IV, fasc. 2/3, 1950. Pp. 10. 


Hoover, C. B. Foreign economic aid and communism. Jour. Pol. Econ., Feb., 1951. Pp. 13. 


Kann, A. E. Investment criteria in development programs. Quart. Jour. Econ., Feb., 1951. 
Pp. 24. 


KInDLEBERGER, C. P. Group behavior and international trade. Jour. Pol. Econ., Feb., 1951. 


Pp. 17. 
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Kremer, G. Present status of the world dollar shortage. Current Econ. Comment, Nov., 
1950. Pp. 8. 

La Vo.pe, G. Convenienza economica collettiva internazionale. Gior. d Econ., Nov.-Dec., 
1950. Pp. 51. 

McGuee, G. C. Freedom’s stake in the Near East and South Asia. Department of State 
Bull., Feb. 5, 1951. Pp. 4. 

MENDERSHAUSEN, H. Foreign aid with and without dollar shortage. Rev. Econ. and Stat., 
Feb., 1951. Pp. 11. 

Metzter, L. A. A multiple-country theory of income transfers. Jour. Pol. Econ., Feb., 
1951. Pp. 16. 

Mruer, E. G., Jr. U.S.-Chilean problems of economic development. Department of State 
Bull., Mar. 19, 1951. Pp. 4. 

Mora, G. Le denuncia del tratado de comercio: principales efectos sobre las exportaciones 
mexicanas. El). Trimestre Econ., Oct.-Dec., 1950. Pp. 29. 

Nicuots, J. P. Roosevelt’s monetary diplomacy in 1933. Am. Hist. Rev., Jan., 1951. 
Pp. 23. 

Reusens, E. P. Economic aid to Asia: progress report. Far East. Survey, Jan. 10, 1951. 
Pp. 7. 

Ricuter, J. H. The European Recovery Program. Jour. Farm. Econ., Nov., 1950. Pp. 12. 

Rix, M. S. The premium on U.S. dollar securities. Econ. Jour., Dec., 1950. Pp. 11. 

Rostow, W. W. Government and private enterprise in European recovery. Jour. Econ. 
Hist., suppl. X, 1950. Pp. 8. 

Sammons, R. L. Recent balance of payments developments. Foreign Commerce Weekly, 
Jan. 22, 1951. Pp. 3. 

Sermon, L. L. Problémes monétaires de V'unification européenne/ Monetary problems of 
European unification, Pub. Finance (Finances Publiques), vol. V, no. 4, 1950. Pp. 27. 

Suvrranta, B. Reparation payments in kind. Economica, Nov., 1950. Pp. 8. 

Tuorp, W. L. Basic policy issues in economic development. Department of State Bull., 
Jan. 15, 1951. Pp. 11. 

Toamermans, A. Evolution des accords de paiement. Annales de Sci. Econ. Appliquées, 
Jan., 1951. Pp. 61. 

Tmana, R. Government financing of economic development abroad. Jour. Econ. Hist., 
suppl. X, 1950. Pp. 13. 

Tyszynski, H. A note on international commodity agreements. Economica, Nov., 1950. 
Pp. 10. 

Von BecxeratH, H. Gesellschaftliche voraussetzungen des Marshallplans. Kyklos, vol. IV, 
fasc. 2/3, 1950. Pp. 26. 

WASSERMAN, M. J. Modern techniques in trade development. Foreign Commerce Weekly, 
Jan. 29, 1951. Pp. 3. 

Weiss, L. Contracting parties to the General Agreement on Tariffs and Trade. Department 
of State Bull., Mar. 12, 1951. Pp. 5. 

Developing plans for an International Monetary Fund and a World Bank. Department of 
State Bull., Nov. 13, 1950. Pp. 13. 

The European Payments Union: negotiations and the issues, by A. O. HirsHman. With 
Consideration of some criticisms, by R. Hinsuaw. Rev. Econ. and Stat., Feb., 1951. 
Pp. 11. 

Foreign aid by the U.S. government in calendar year 1950. Survey Current Bus., Mar., 
1951. Pp. 9. 

The Indian emergency food aid program: statements by Secretary Acheson and L. W. Hen- 
derson. Department of State Bull., Mar. 12, 1951. Pp. 5. 
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The international movements of gold and dollars in 1950. Fed. Res. Bull., Mar., 1951. 


Pp. 10. 
Private United States direct investments abroad. Survey Current Bus., Jan., 1951. Pp. 4. 


Business Administration 

Bartets, R. Can marketing be a science? Jour. Marketing, Jan., 1951. Pp. 10. 

Dean, J. Cyclical policy on the advertising appropriation. Jour. Marketing, Jan., 1951. 
Pp. 9. 

. How much to spend on advertising. Harvard Bus. Rev., Jan., 1951. Pp. 10. 

Osporn, R. C. Efficiency and profitability in relation to size. Harvard Bus. Rev., Mar., 
1951. Pp. 13. 

Sotomons, D. Uniform cost accounting—a survey. Pt. II. Economica, Nov., 1950. Pp. 15. 


Industrial Organization and Markets; Public Regulation of Business 

Burn, D. The national coal board. Lloyds Bank Rev., Jan., 1951. Pp. 16. 

Butters, J. K. and Lintner, J. Taxes and mergers. Harvard Bus. Rev., Mar., 1951. Pp. 
13. 

Daucuerty, C. R. What the war taught us about wage controls. Dun’s Rev., Jan., 1951. 
Pp. 3. 

Eserstapt, F. What the war taught us about materials controls. Dun’s Rev., Jan., 1951. 
Pp. 3. 

GatpraiTH, J. K. The strategy of direct control in economic mobilization. Rev. Econ. and 
Stat., Feb., 1951. Pp. 6. 

Harris, S. E. Major economic problems of mobilization. Harvard Bus. Rev., Mar., 1951. 
Pp. 8. 

Hivy, R. W. Government and the petroleum industry of the U.S. to 1911. Jour. Fon. 
Hist., suppl. X, 1950. Pp. 10. 

Honcetts, J. E. The public corporation in Canada. Pub. Admin., winter, 1950. Pp. 12. 

Perkins, J. A. What the war taught us about price controls. Dun’s Rev., Jan., 1951. 
Pp. 3. 

Rosinson, E. A. G. The economics of rearmament. Lloyds Bank Rev., Jan., 1951. Pp. 18. 

Vertical integration in aluminum: a bar to “effective competition,” Yale Law Jour., 
Feb., 1951. Pp. 17. 


Public Utilities; Transportation; Communications 

Tuompson, W. H. Postwar railroad freight rate increases and agriculture. Jour. Marketing, 
Jan., 1951. Pp. 9. 

The impact of the FCC’s chain broadcasting rules. Yale Law Jour., Jan., 1951. Pp, 34. 


Land Economics; Agricultural Economics; Economic Geography 

Cocuran, C. L. Price supports and the distribution of agricultural income. So. Econ. Jour., 
Jan., 1951. Pp. 9. 

Corr, A. C. A financial survey of British housing since 1919. Jour. Finance, Mar., 1951. 
Pp. 14. 

Harpin, C. M. The politics of agriculture in the United States. Jour. Farm. Econ., Nov., 
1950. Pp. 13. 

Heapy, E. O. Efficiency in public soil-conservation programs. Jour. Pol. Econ., Feb., 1951. 

Pp. 14. 
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Jounson, D. G. Coming developments in agricultural policy. Jour. Farm Econ., Proceed- 
ings, Nov., 1950. Pp. 12. 

Smitu, L. The proposed Development Authority compact for New England. Pol. Sci. 
Quart., Mar., 1951. Pp. 28. 


Stine, O. C. The impact of Commodity Credit Corporation operations on farm market 
prices and market channels. Jour. Farm. Econ., Proceedings, Nov., 1950. Pp. 12. 


Torrey, H. R. World trade and American agriculture. Jour. Farm Econ., Proceedings, 
Nov., 1950. Pp. 13. 


Land value and land planning: British legislation and American prospects. Yale Law 
Jour., Jan., 1951. Pp. 28. 
Labor 


Hitcu, T. K. Meaning and measurement of “full” or “maximum” employment. Rev. 
Econ. and Stat., Feb., 1951. Pp. 11. 


Jamieson, S. Industrial relations and government policy. Canadian Jour. Econ. and 
Pol. Sci., Feb., 1951. Pp. 14. 


Meyers, F. Is a theory of wages possible? So. Econ. Jour., Jan., 1951. Pp. 12. 


. The railroads as a criteria in the making of wage decisions by “neutrals’’ Indus. 
and Lab. Rel. Rev., Apr., 1951. Pp. 13. 


NARASIMHAN, P. S. Profit-sharing: a review. Internat. Lab. Rev., Dec., 1950. Pp. 31. 

Remy, G. D., Hastam, R. S., and Moptey, R. Threat of the Walsh-Healey Act. Harvard 
Bus. Rev., Jan., 1951. Pp. 13. 

Ross, A. M., and Irwin, D. Strike experience in five countries, 1927-1947: an interpreta- 
tion. Indus. and Lab. Rel. Rev., Apr., 1951. Pp. 20. 


SturmTuHAL, A. Collective bargaining in France. Indus. and Lab. Rel. Rev., Jan., 1951. 
Pp. 13. 


Warren, E. L. and Bernstein, I. A profile of labor arbitration. Indus. and Lab. Rel. 
Rev., Jan., 1951. Pp. 23. 


Analysis of strikes, 1927-49. Mo. Lab. Rev., Jan., 1951. Pp. 7. 

Perlman’s theory of the labor movement. Mo. Lab. Rev., Feb., 1951. Pp. 6. 

A review of American labor in 1950. Mo. Lab. Rev., Feb., 1951. Pp. 9. 

Wage movements—an analysis of 1939-49 experiment. Mo. Lab. Rev., Jan., 1951. Pp. 4. 


Population; Social Welfare and Living Standards 


Bonne, A. Land .and population in the Middle East. Middle East Jour., winter, 1951. 
Pp. 18. 


Counen, W. J. Aspects of legislative history of the Social Security Act amendments of 
1950. Indus. and Lab. Rel. Rev., Jan., 1951. Pp. 13. 

Grrarp, A. Une enquéte sur les besoins des familles. Population, Oct.-Dec., 1950. Pp. 20. 

Ocsurn, W. F. Population, private ownership, technology, and the standard of living. Am. 
Jour. Soc., Jan., 1951. Pp. 6. 

PERLMAN, J. Changing trends under old-age and survivors insurance, 1935-1950. Indus. 
and Rel. Rev., Jan., 1951. Pp. 14. 

Rocorr, N. Les recherches américaines sur la mobilité sociale. Population, Oct.-Dec., 1950. 
Pp. 20. 

Proceedings of the 12th meeting of La Societd Italiana di Economia Demografia e Statistica. 
Riv. Ital. di Econ. Demografia e Stat., July-Dec., 1950. Pp. 537. 
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NOTES 


The annual meeting of the American Economic Association will be held at the Hotel 
Statler, Boston, Massachusetts, December 27-29, 1951. Arrangements this year are again 
being made on an independent rather than a joint basis, in accordance with the plan 
adopted in December, 1949. Alfred C. Neal, vice president of the Federal Reserve Bank 
of Boston, has been appointed chairman of the local arrangements committee. The presi- 
dent of the association, Professor John H. Williams, is responsible for the program and 
would appreciate suggestions of topics and speakers. 

The following have been appointed members of the Association nominating committee 
for the current year: Howard S. Ellis, University of California, Chairman, Karl R. Bopp, 
Federal Reserve Bank of Philadelphia, George A. Elliott, University of Toronto, Charles 
P. Kindleberger, Massachusetts Institute of Technology, Lloyd A. Metzler, University of 
Chicago, and William H. Nicholls, Vanderbilt University. The chairman of this committee 
would appreciate receiving suggestions for officers for next year. 


OFFICERS OF ALLIED SOCIAL SCIENCE ASSOCIATIONS 


American Accounting Association: Charles J. Gaa, University of Illinois, College of Com- 
merce and Business Administration, Urbana, Illinois, secretary-treasurer. 

American Association of University Teachers of Insurance: Erwin A. Gaumnitz, University 
of Wisconsin, Madison, Wisconsin, president; J. Edward Hedges, Indiana University, 
Bloomington, Indiana, secretary-treasurer. 

American Business Law Association: John F. Sembower, Northwestern University, Chicago, 
Illinois, president; Matthew Dogan, Indiana University, Bloomington, Indiana, sec- 
retary-treasurer. 

American Farm Economic Association: F. F. Hill, Cornell University, Ithaca, New York, 
president: L. H. Simerl, 305 Mumford Hall, University of Illinois, Urbana, Illinois, 
secretary-treasurer. 

American Finance Association: Raymond J. Saulnier, Columbia University, New York 27, 
New York, president; Edward E. Edwards, Indiana University, Bloomington, Indiana, 
secretary-treasurer. 

American Marketing Association: Everett R. Smith, Macfadden Publications, 205 East 
42nd Street, New York 17, New York, president; George H. Brown, University of Chi- 
cago, Chicago 37, Illinois, secretary. 

American Political Science Association: Peter H. Odegard, University of California, 
Berkeley 4, California, president; Edward H. Litchfield, 1785 Massachusetts Avenue, 
N.W., Washington, D.C., executive director. 

American Sociological Society: Robert C. Angell, University of Michigan, Ann Arbor, 
Michigan, president; John W. Riley, Jr., Rutgers University, New Brunswick, New 
Jersey, secretary. 

American Statistical Association: Lowell J. Reed, Johns Hopkins University, Baltimore, 
Maryland, president; Samuel Weiss, 1108 16th Street, N.W., Washington 6, D.C., 
secretary-treasurer. 

Econometric Society: R. G. D. Allen, Department of Statistics, London School of Eco- 
nomics, Houghton Street, Aldwych, London W. C. 2, England, president; William B. 
Simpson, University of Chicago, Chicago 37, Illinois, secretary. 

Economic History Association: Earl J. Hamilton, University of Chicago, Chicago 37, 
Illinois, president; Ralph W. Hidy, Department of History, New York University, 
Washington Square, New York 3, New York, secretary. 

Industrial Relations Research Association: Robben W. Fleming, University of Illinois, 
Urbana, Illinois, secretary-treasurer. 
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Institute of Mathematical Statistics: Paul S. Dwyer, University of Michigan, Ann Arbor, 
Michigan, president; C. H. Fischer, University of Michigan, Ann Arbor, Michigan, 
secretary-treasurer. 

Midwest Economics Association: Paul R. Olson, Department of Economics, University of 
Iowa, Iowa City, Iowa, president; C. Woody Thompson, Department of Economics, 
University of Iowa, Iowa City, Iowa, secretary. 

Rural Sociological Society: Robert A. Polson, Department of Rural Sociology, Cornell 
University, Ithaca, New York, president; Randall C. Hill, Department of Economics and 
Sociology, Kansas State College, Manhattan, Kansas, secretary-treasurer. 


Deaths 


Harold Hitchings Burbank, February 6, 1951. 
Carl J. Ratzlaff, March 22, 1951. 
William Walker Swanson, July 21, 1950. 


Appointments and Resignations 


Gardner Ackley, of the University of Michigan, is serving as economic adviser to the 
administrator of the Economic Stabilization Agency. 

Karl M. Arndt has been granted extended leave from the University of Nebraska to 
continue as a member of the staff of tie Council of Economic Advisers to the President. 

Thomas Balogh, of Balliol College, Oxford, will be visiting professor in the summer ses- 
sion of the University of Minnesota. 

Mandell M. Bober has been appointed visiting professor of economics in the School of 
Business Administration of the University of Buffalo. 

Robert T. Bower has been appointed director of the Bureau of Social Science Research 
of The American University, Washington, D.C. 

Hazel D. Brown has been lecturer in marketing in the College of Commerce and Business 
Administration, Tulane University, in the past semester. 

K. A. H. Buckley has been appointed assistant professor of economics at the University 
of Saskatchewan. 

Eveline M. Burns was visiting lecturer in the department of economics and social in- 
stitutions, Princeton University, during the spring term. 

Philip W. Cartwright, on leave from the University of Washington, is serving in the 
regional Office of Price Stabilization in Seattle. 

Jay F. Christ retired as associate professor of business law, School of Business, Univer- 
sity of Chicago, in September, 1950. 

Ronald H. Coase, of the London School of Economics, has accepted an appointment as 
professor of economics and industrial organization in the School of Business Administra- 
tion, and professor of economics in the College of Arts and Sciences, University of Buffalo, 
effective September, 1951. 

W. S. Connor has returned to the University of Kentucky after spending two years in 
research and study at the University of North Carolina. 

Paul D. Converse has been engaged in research study while on sabbatical leave from the 
University of Illinois in the past semester. 

J. D. Cook, Jr., has been promoted to the rank of assistant professor of economics at 
Denison University and will be acting chairman of the department of economics during 
the academic year 1951-52. 

James Crutchfield, on leave of absence from the University of Washington, is working 
with the regional Office of Price Stabilization in Seattle. 

Marion G. Daniels, of the University of Texas, has accepted a position as instructor 
in economics at the Universidad Autonoma de El Salvador in San Salvador. 
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Bernard W. Dempsey, S.J., of Saint Louis University, has been appointed professor 
of economics at the newly organized Nirmala College, University of New Delhi, India. 
Laurence de Rycke has been promoted to professor of economics at Occidental Col- 


Evsey Domar, of Johns Hopkins University, was visiting associate professor of eco- 
nomics at the Russian Institute, Columbia University, in the spring semester. 

George H. Ellis, on leave from the University of Maine, is acting as industrial economist 
in the Federal Reserve Bank of Boston. 

Donald A. Gardiner has resigned as assistant professor of statistics at the University of 
Tennessee to take up active duty in the U.S. Navy. 

John H. Goff, of the School of Business Administration, Emory University, has been 
awarded a fellowship by Swift and Company for study of the meat industry in Chicago. 

Howard K. Grasher has been granted leave of absence from the University of Nebraska 
to enter active service with the Nebraska Air Guard. 

David Green has been appointed instructor in business administration in the School 
of Business, University of Chicago, effective in October. 

Herman A. Gray was visiting lecturer in the department of economics and social institu- 
tions, Princeton University, in the spring term. 

H. W. Hargreaves has returned to the University of Kentucky after a year spent in 
research for the Twentieth Century Fund. 

John D. Helmerger, of the University of Minnesota, has accepted an appointment as 
economist in the Minneapolis regional Office of Price Stabilization. 

Howard B. Hovda, of the University of Minnesota, is serving as economist in the 
Minneapolis regional Office of Price Stabilization. 

Jack Howard has been granted leave from the University of Illinois to teach at the 
University of Chicago in the year 1950-51. 

Arthur D. Jacobsen has accepted an appointment as statistician in the Records and 
Statistical Division of the Directorate of Flight Safety Research of the U.S. Department 
of Air Forces. 

T. A. Judson has been appointed instructor in economics at the University of Sas- 
katchewan. 

Donald R. Kaldor has returned to Iowa State College after a year’s assignment in the 
Office of International Trade, Department of Commerce. 

Nathan Katz has formed his own management counseling firm and is conducting a 
graduate seminar at New York University. 

A. H. Keally has been promoted from associate professor to professor and head of the 
industrial management department of the College of Business Administration, University 
of Tennessee. 

Oswald Knauth was on leave from the School of Business, Columbia University, in the 
spring session to serve with the National Production Authority, Washington, D.C. 

Homer C. Lewis is on leave from the University of Kentucky to serve as price executive 
in the Louisville Office of Price Stabilization. 

Edna C. Macmahon has been promoted to professor of economics at Vassar College. 

Donald J. May has returned to Emory University after a year’s leave of absence for 
graduate study at the University of Chicago. 

Frank McDonald has resigned as instructor in economics at the University of Maine. 

John S. McGee has been appointed lecturer in economics at the University of California, 
Los Angeles. 

Leon N. Moses has resigned from Northwestern University to accept a position as 
economist in the Industrial Division, Tennessee Valley Authority. 
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James Moyer, of the University of Illinois, has been appointed instructor at the State 
University of Iowa. 

Richard A. Musgrave, of the University of Michigan, has been appointed a Guggenheim 
fellow for the year 1951-52. He will go to Germany this summer as co-chairman of a fiscal 
mission sponsored by the Economic Cooperation Administration under the Technical 
Assistance Program. 

Eastin Nelson, on leave from the University of Texas, is working with the Klein-Saks 
Economic Mission in Peru. 

James R. Nelson has been promoted from associate professor to the Charles E. Merrill 
professorship of economics at Amherst College. 

Edwin G. Nourse, former chairman of the Council of Economic Advisers to the Presi- 
dent, conducted special graduate seminars at the University of Minnesota in May. 

Ragnar Nurkse, of Columbia University, will lecture and conduct a faculty seminar 
at the National Faculty of Economic Science, University of Brazil, Rio de Janeiro, this 
summer. 

Jacob Perlman, of the Social Security Administration, has been appointed a member of 
a Technical Mission of the United Nations to the Republic of Colombia. 

Armand L. Perrault, Jr., has been instructor in accounting and economics in the College 
of Commerce and Business Administration, Tulane University, in the past semester. 

Florence Peterson has resigned as director of the graduate department of social economy 
at Bryn Mawr College. 

Paul Randolph has been appointed instructor in statistics at the University of Minne- 
sota. 

A. N. Reid has been promoted to associate professor of economics at the University of 
Saskatchewan. 

Frederick G. Reuss has been promoted from associate professor to professor of economics 
at Goucher College. 

Jennie Richmond has resigned as instructor in economics at the University of Maine. 

Roderick H. Riley, formerly special assistant in the Office of the Secretary, Department 
of Commerce, has been named officer-in-charge of the Trade and Resources Division, 
Office of German Economic Affairs, Department of State. 

Harry V. Roberts has been promoted to assistant professor of business administration 
in the School of Business, University of Chicago. 

Marshall A. Robinson has been appointed assistant professor of economics at Tulane 
University. 

George F. Rohrlich, formerly with SCAP in Japan and more recently research associate 
with the National Planning Association, has been appointed chief, Disability Research 
Branch, Bureau of Old-Age and Survivors Insurance, Social Security Administration, 
in Baltimore. 

Simon Rottenberg, of the University of Puerto Rico, delivered a series of lectures in 
Antigua, British West Indies, in March, under the auspices of the University College of 
the West Indies. 

Wilson E. Schmidt has been appointed acting executive officer of the department of 
economics, George Washington University. 

Oscar N. Serbein, Jr., has been promoted to assistant professor of statistics in the Gradu- 
ate School of Business, Columbia University. 

Ezra Solomon has been promoted to assistant professor of business administration in the 
School of Business, University of Chicago. 

J. Owen Stalson will conduct a course in life insurance management problems at the 
Graduate School of Business, Columbia University, in the academic year 1951-52. 
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George J. Staubus has been appointed instructor in business administration in the School 
of Business, University of Chicago. 

George W. Summers, formerly of the University of Minnesota, has accepted an appoint- 
ment in the Division of Research and Statistics of the Prudential Insurance Company, Los 
Angeles. 

Lorie Tarshis, of Stanford University, was visiting professor of economics at the Uni- 
versity of Washington in the spring quarter. 

Mabel F. Timlin has been promoted to professor of economics at the University of 
Saskatchewan. 

Donald S. Tucker, retired from the Massachusetts Institute of Technology, has been 
visiting professor of economics at DePauw University in the past semester and will return 
to the Massachusetts Institute of Technology as special lecturer in the first semester of 
next year. 

Daniel C. Vandermeulen will be on leave from Claremont Men’s College the coming 
year to engage in research on an award from the John Randolph Haynes and Dora Haynes 
Foundation. 

Willis D. Weatherford, of Swarthmore College, is spending the spring and summer in 
India, Pakistan and other countries offering opportunities for economic development, on 
a mission for the American Friends Service Committee. 

Ernest H. Weinwurm has been appointed associate professor of management in the 
Graduate School of Stevens Institute of Technology. 

W. Tate Whitman has been promoted from associate professor to professor of economics 
in the School of Business Administration, Emory University. 

Edwin E. Witte delivered a series of lectures in San Juan, Puerto Rico last fall under 
the auspices of the Labor Relations Institute of the University of Puerto Rico. 

Harold Wess, of the Graduate School of Business, Columbia University, is serving as 
director of the Consumer Durable Goods Division of the Office of Price Stabilization 


in Washington, D.C. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability Ox economics and to administrative 
officers of colleges universities and to others who are seeking to fill vacancies. 
The officers of the Association take no responsibility for making a selection 
the applicants or following up the results. The Secretary's Office will merely affo 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of ——— submitted (with 
editorial changes). It is optional with those submi such announcements to p 
name and address or to use a key number. Deadlines fi kobe fake 
ace February 1, May 1, August 1, and November 1. 
Communications should be addressed to: The Secretary, American Economic 
Association, Northwestern University, Evanston, Illinois. 


Vacancies 


Investment counsel: For our investment counsel work, we would like to hire a man 
of outstanding intellectual ability to be trained in the study of investment opportuni- 
ties and in the valuation of investment securities. The only requirements are that he 
should have a degree in economics, statistics, or finance and he should have a uni- 
versity record ranking him in the top 10 per cent of his class. A lady might be 
considered for this work if she were outstanding. However, it is desirable, also, that 
the man should have some experience in the purchase and sale of stocks and bonds 
and that he should be exempt from call for military service. Templeton, Dobbrow 
& Vance, Inc., 30 Rockefeller Plaza, New York 20, N.Y. 


Economists Available for Positions 


Consumer ec j ic and social movements, international economic prob- 
lems, social soennlty, ‘pallie finance, money and banking, social science, theory, 
sociology: Man, 49, married, Ph.D., Illinois, with minor in philosophy. Eighteen 
years oO college teaching experience, courses in marriage and the family as a spe- 
cialty; 7 years of industrial experience; 1 year of social work. E127 


Principles of economics, advanced economic theory, money and banking, a of 
economic doctrines, comparative economic systems, international economic prob 

Lady, Ph.D. (summa cum laude), University of Basle. In 

many languages; studied in Vienna and Switzerland. Twenty years of teaching ex. 
perience as lecturer at Geneva University, Switzerland; 4 years in this country on 
graduate and undergraduate level, East and West; 3 years as head of department of 
economics in Western liberal arts college. Substantial research work; author of sev- 
eral books and numerous contributions to scientific pond Interested in full 
ration with bureau of economic research. American and European references. E283 


Economic princi ples, economic and social theories, economic and social institutions, 


labor, industria anization, research or supervision of research, principles of 
ine social oa ‘are and social legislation, social and economic history of Near 
East: Woman, Ph.D., foreign and American education. Three years of teaching 
experience; 4 years of experience in business administration. Seeks research or teach- 
ing position. E288 


Economic theory, monetary economics, business cycles, international economics, eco- 
nomic history: Man, 30, married, Ph.D. residence completed at Columbia University. 
Five years of teaching and administrative experience in Eastern colleges; 2 years of 
experience in economic research, Seeks teaching or research position. Available in 
summer or fall, 1951. E292 


Economic theory, history of economic thought, business cycles, capital and labor 
problems, international A comparative economic systems: Man, 45, European, 
three German degrees, including doctor's. Fifteen years of university teaching 
experience; original contribution to the theory of economics; author of several works 
in three languages; excellent criticisms and recommendations from many university 
professors. Wishes position in economics. E317 
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International trade, finance, statistics, prices, money and banking, principles: Man, 
32, M.B.A., Columbia University; Ph.D. See, completion. Currently assistant 
professor. Available in June or September E326 


Money and banking, economic history, labor economics, history of economic thought, 
public finance, comparative systems, economic statistics, introductory economics: 
Man, 30, married, course requirements for Ph.D. completed at Columbia University, 
veteran of World War II. One and a half years (including two summer sessions) 
of teaching experience in wide range of courses. E340 


Economic theory, advanced and elementary international economics, bistor i eco- 
nomic thought, industrial and labor relations, government and political theory: 
Man, 28, M.S., Columbia University; candidate, Docteur es Sciences Politiques, 
University of Geneva; Fulbright fellow, University of Amsterdam. Two years as for- 
eign correspondent, Columbia Broadcasting System; 4 years of business experience 
as economic consultant; 1 year teaching, university level. Seeks permanent post with 

high-ranking institution. E350 


Economic principles, economic thought, general economic history, monetary economics, 

labor pro , Comparative economic systems, structure of Soviet economy: Man, 
27, B.A. (summa cum laude), New York University; M.A., Columbia University; has 
completed residence requirements for Ph.D. at Columbia University. Part-time in- 
structor in economics at large Eastern university; at present, national executive 
director of an Institute of Social and Political Science. Seeks teaching position, Avail- 
able in September, 1951. E352 


Statistics, theory, industrial relations, finance: Man, 28, small family, on 
Ph.D. dissertation, University of Chicago, with tentative completion date wt te 


- of college teaching experience; now associated with a Midwestern university. 
academic or nonacademic position. E358 


Economie tien a economics of war, economic systems, ent and business, 
banking and finance, business and industrial statistics: , 28, single, American 
citizen, B.A., candidate for M.A. Physics research assistant for industrial science 
company for 2 a and experience as control clerk for aircraft factory, radio an- 

peaevee Dn: hic map room assistant, and translator. Desires position as instructor 
assistant, preferably with opportunity for continuing graduate work. E359 


Economic principles, international trade, public control of business, money and bank- 
ing, history of economic thought, corporation finance, economic statistics, business 
cycles, business administration: Man, 24, B.B.A. M.S. and completed residence re- 
quirements for Ph.D., Columbia University. At present part-time instructor in 
economics while completing Ph.D. program. Seeks teaching position. Available in 
September, 1951. E360 


Economic history, development of economic thought, government and business, trans- 
portation, public utilities, industrial relations: Mature woman, finishing doctoral 
dissertation this semester. Wide experience in business and ernment service; 
university teaching experience; one year as assistant director of bureau of business 
research at large Midwestern state university; one year as head of department in small 
university. Available in spring, 1951. E361 


Public finance, labor economics, international economics, economic principles: Man, 
26, M.A. in economics and course work in progress for Ph.D. Four years of success- 
ful teaching experience. Available in summer or fall, 1951. E363 


Wide range of economic subjects: Man, 50, Austrian born, American citizen og om | 
articles. Seeking part-time work as researcher on economic subjects in New Yor! 
Public Library. Available immediately. E364 


Theory, history of doctrines, industrial organiaation, economic history, public finance, 
money and banking, comparative systems: Man, 40, married, Ph.D. fad outstan 
institution. Seven years of teaching, plus many years of ‘federal government 
business experience; several publications. Available in fall, 1951. E365 
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Economic theory, monetary economics, business cycles, international trade, economic 
history, statistics: Man, 35, married, M.A., Columbia University, with further work 
towards Ph.D. Two years of -time pec haga. university; 2 years of ex- 
perience with private rese: organization, teaching position. Available in 
summer or in September, 1951. E366 


Economic principles, theory, mathematical economics, statistics, money and banking, 
labor economics, history of economic thought: Man, married, Ph.D. residence com- 
pleted. Three years of teaching and research experience at Midwestern and Eastern 
university; now employed at Bureau of Labor Statistics. Seeks university teaching 
or research position. Available in June, 1951. E367 


Principles of economics, economic theory, Russian economics, South American eco- 
nomics, labor problems, consumer economics, economic fluctuations: Man, 25, B.A., 
New York University. Two and a half years in Army; seeking assignment in New 
York City area. Available immediately. E368 


Economic principles and theory, economic history of U.S. and Europe, comparative 
economic systems, money and banking, business cycles: Man, 40, Ph.D., American 
citizen with wide international background; several languages; 7 years of teaching 
experience at two leading American universities; substantial research work; excellent 
ratings. Available for teaching position in September, 1951. E369 


International economic relations, international relations in general, political science, 
political theory, diplomatic history: Man, 40, married, Austrian, permanent resident 
(quota immigrant). since 1941, LL.D. and Dr. pol. sci., Vienna, Ecole des Sciences 
Politiques, Paris. Several years of experience as instructor at leading American uni- 
versities; 4 years of experience as research economist of one of largest U. S. cor- 
porations. At present high-ranking official and head of research department of inter- 
national economic organization in Europe; publications; widely traveled; perfect com- 
mand of several languages; desirous to return to U. S. as professor of international 
relations or research director. Available in July or September, 1951, release from 
present post subject to three months’ notice. E370 


Principles, theory, money and banking, international economics, comparative sys- 
tems, cycles: Man, 26, M.A., advanced Ph.D. candidate. Teaching experience. Avail- 
able in September for teaching or for research using statistics and knowledge of 
several languages. E371 


Research: Woman, Phi Beta Kappa, M.A., Columbia University, Ph.D. academic 
requirements completed. Eight years of economic research experience; publications. 
Available to undertake economic research for students, writers, and foundations 
requiring use of Library of Congress and other government facilities in Washing- 
ton, D.C. References will be furnished if desired. E372 


Economic principles, economic thought, economic history, international economics, 
labor economics, economic systems: Man, 38, married, Ph.D. residence completed. 
Experience with Federal Security Agency, War Labor Board; formerly chief, re- 
patriation division of UNRRA, U. S. Zone, Germany. Now directing university 
administrative center of 2,000 students. Can accept either academic or oe 
position. 373 


Economic theory, economic history, money and banking, social policy, general educa- 
tion in and teaching of economics and social sciences: Man, 36, married, Ph.D., Uni- 
versity of Chicago. Ten years of teaching experience in economics and general 
education at leading Midwestern university; now assistant professor. Desires position 
in which he may teach above subjects and continue experimentation, research, 

writing on economics in general education. Available in September, 1951. E374 


Principles of economics, international trade, money and banking, public finance, 
Statistics: Man, 25, M.A., Fordham University. Two years of college teaching ex- 
perience. Seeks teaching position in East where graduate study can be continued 
Or a part-time teaching position in conjunction with Ph.D. study. E375 
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Economic theory and principles, Eastern European economics, international economic 
problems, sociological background of economics: Man, 30, married, Ph.D. (magna 
cum laude), University of Innsbruck (Austria); permanent permit for America. 
Special interest in relations between religion and economics from Protestant stand- 
point. Desires teaching or research position. E376 


Economic principles, economic theory, money and banking, history of economic 
thought, public finance: Man, 28, married, M.A., University of Pennsylvania. Now 
teaching in Southern college. Seeks teaching position in or near university with 
graduate facilities to continue work on Ph.D. E377 


Economic theory, international economics, money and banking, economic. doctrines, 
economic systems: Man, 30, M.B.A., J.D., working on Ph.D. as fellow in economics 
at large Midwestern university. Teaching, industrial, business experience; interna- 
tional background. Desires teaching or industrial position. Available in June, Fe 

78 


Soviet economics, international trade, Middle and Far Eastern economic systems, 
money and banking, business cycles: Man, 29, M.A., Fletcher School of Law and 
Diplomacy, Ph.D., Columbia University. Teaching and research experience at two 
leading Eastern universities; presently engaged by U. S. Government. Seeks univer- 
sity position where teaching and research may be combined. E379 


Economic history, international economics, history of economic thought, comparative 
economic systems, principles, problems: Woman, Ph.D. Five years of teaching ex- 
perience; at present at university in Middle West. Desires position for fall, oe 

380 
Elementary and advanced economic theory, statistics, money and banking, fiscal 
policy: Man, 29, married, A.B., M.A., finishing dissertation for Ph.D. Two years 
of experience teaching elementary economics and statistics. Desires position teaching 
and/or research, to begin in fall, 1951. E381 


Business and mathematical statistics, business cycles, economic history, history of 
economic thought, international economics: Man, 30, European Ph.D., permanent 
permit for America. Full experience in economic research. Seeks research or teaching 
position. Available in September, 1951. E382 


Economic theory, business cycles, history of economic thought, welfare economics, 
international economics and statistics, national income and distribution: Man, 26, 
married, M.A., University of New Zealand. Five years of teaching experience; con- 
siderable experience in research methods. Seeks teaching position in U. S. as lecturer 
in advanced studies or position with equal opportunities for effective teaching and 
research. Available in October, 1952. E383 


Economic theory, money and banking, public finance, related business subjects: Man, 
35, married, M.A., working on Ph.D., veteran. Commercial banking experience; 
Hag of university teaching experience; excellent references. Available in Septem- 

, 1951. E384 


Public finance (including fiscal policy), money and banking, corporation finance, 
international commercial and economic policies, general economics: Man, married, 
Ph.D., LL.D. Extensive experience in teaching, research, and local, state, and na- 
tional government service, retiring from well-known American university. Available 
in September, 1951. E385 


Economic theory, public regulation of business, public finance, money and banking: 
Man, 31, married, finishing Ph.D. dissertation in spring, 1951. Two years of ex- 
perience in urban university. Seeks teaching position in smaller community. E386 


General economics, Soviet economics: Man, 25, Ph.D., veteran. Former S.S.R.C. 
fellow; 1 year of teaching experience. Desires an acceptable teaching post in general 
economics anywhere in the country. E387 
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have put their money in ‘a 
the Bell Telephone business a 
ph 


Today, for the first time in the history of 
the United States, a company is owned by 
a million people. The American Telephone 
and Telegraph Company has reached that 
mark. No other company has half as many 
owners. 

These million men and women owners 
live in 19,000 communities throughout the 
United States. They are in cities, towns and 
on farms and from all walks of life. 


Most of them are small stockholders. 
Over 350,000 have held their stock for ten 
years or longer. Some 200,000 are tele- 
phone employees and thousands more are 
buying the stock under the Employee Stock 
Plan. About one family in every 45 in the 
United States is now an owner of A. T. & T. 

You can see that many, many people have 
a stake in the telephone business. It’s their 
savings that have helped to give this coun- 
try the most and the best telephone service 
in the world. Important in peace, the tele- 
phone is vital in time of national emergency. 


BELL TELEPHONE SYSTEM 


PEOPLE 


Announcing 


The Impact v the Union 


A symposium on labor issues by eight 
distinguished general theorists: 


DAVID MC CORD WRIGHT KENNETH E. BOULDING 
JOHN MAURICE CLARK E. H. CHAMBERLIN 
GOTTFRIED HABERLER MILTON FRIEDMAN 
FRANK H,. KNIGHT PAUL A. SAMUELSON 


A presentation, in book form, of the formal papers and 
the informal discussions of the Institute on the Structure 
of the Labor Market held last year at the American Uni- 
versity, Washington, D.C. 


CONTENTS 
Introduction (Wright) 
I. Criteria of Sound Wage Adjustment, with Emphasis on the Question 
of Inflationary Effects (Clark) 
II. Wage Policy, Employment, and Economic Stability (Haberler) 


III. Selections from the Discussion of the Clark and Haberler Papers 
(All Participants) 


IV. Economics and Ethics of the Wage Problem (Knight) 

V. Selections from the Discussion of Professor Knight’s Paper (All 
Participants) 

VI. Wages as a Share in the National Income (Boulding) 


VII. Selections from the Discussions of Professor Boulding’s Paper (All 
Participants) 


VIII. The Monopoly Power of Labor (Chamberlin) 


IX. Selections from the Discussion of Professor Chamberlin’s Paper (All 
Participants) 


X. Some Comments on the Significance of Labor Unions for Economic 
Policy (Friedman) 


XI. Selections from the Discussion of Professor Friedman’s Paper (All 
Participants) 


XII. Conflicting Standards in Union Action (Wright) 
XIII. Concerning Aggregate Wages (Wright) 


XIV. Selections from the Discussion of Professor Wright’s Second Paper 
(All Participants) 


XV. Economic Theory and Wages (Samuelson) 


XVI. Selections from the Discussion of Professor Samuelson’s Paper and 
Final Comment (All Participants) 


XVII. Final Comments by Participants (Clark, Boulding, Samuelson) 

XVIII. Concluding Summary (Wright) 

HARCOURT, BRACE ann COMPANY 
383 Madison Avenue, New York 17 


Please mention Tue American Economic Review When Writing to Advertisers 
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A New Edition of an Outstanding Text 


ECONOMIC PRINCIPLES, 
PROBLEMS, AND POLICIES 
Fourth Edition 
By William H. Kiekhofer, University of Wisconsin 


This successful text for introductory courses in economics on 
the college level has been thoroughly revised in the light of 
recent developments in economic theory and practice. The 
book offers a clear, well-balanced account of the structural 
organization of modern economic society and presents its 
controversial issues with objectivity. The problems following 
many of the chapters and the chapter bibliographies have 
been revised. 950 pages, $5.00. 


Wide Popularity 
ECONOMICS AND 
PUBLIC UTILITIES 


By Eli Winston Clemens, University of Maryland 


Comprehensive and up-to-date, this text for college courses 
offers a well-balanced and realistic study of the economics of 
public utilities. Such matters as the theory of utility rate- 
making, rate of return, depreciation, public utility finance, 
and government projects are treated in a well-informed and 
thoughtful manner. Illustrations, tables, topical outlines, and 
an annotated bibliography are included. 768 pages, $5.75. 


APPLETON-CENTURY-CROFTS, INC. 
35 West 32nd Street New York 1, New York 


Please mention Tue American Economic Review When Writing to Advertisers 
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Collective Bargaining 


C. WILSON RANDLE 


Western Reserve University 


In Collective Bargaining Dr. Randle has drawn an unusually clear 
picture of one of our least-understood major economic institutions. 
He describes the principles and practices of labor contract negotia- 
tions, discusses the bargaining process as it actually works in various 
industrial situations, suggests ways in which it might be more effec- 


tively employed, and tells how it deals with major bargaining issues. 
Dr. Randle presents a minimum of theory, since he believes that 
the practical aspects of collective bargaining provide the most valua- 
able foundation for an understanding of this emotionally clouded 
subject. 


The author considers the broader aspects of collective bargaining, 
the negotiation of the contract, grievance adjustment, arbitration and 
conciliation (or mediation), and strikes and lockouts. Finally, he 
presents the material as directly and simply as possible without the 
added complication of an interpretive approach. The Appendix is 
unusually helpful, containing a Glossary of labor terms, sample 
union contracts, the text of an arbitration award, and an extensive 


bibliography. 


HOUGHTON MIFFLIN COMPANY 


Boston New York Chicago Dallas San Francisco 


Please mention Tut American Economic Review When Writing to Advertisers 
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Important analyses of 


THE HARVARD ECONOMIC 
STUD IES Since the first decade of this century, 


the Harvard Economic Studies have been known to econo- 
mists everywhere for thorough scholarship and enduring 
subject matter. The 88 volumes already published include 
books on a multitude of aspects of the history and theory of 
economics, written by outstanding authorities in their fields. 
The series is noted for books such as The Theory of Monop- 
olistic Competition, Karl Marx’s Interpretation of 
History, The Theory of Economic Development, and 
Foundations of Economic Analysis; and for a roster of 
authors that includes Arthur N. Holcombe, N.S.B. Gras, 
Melvin T. Copeland, Arthur S. Dewing, E. S. Mason, A. P. 
Usher, F. W. Taussig, and E. J. Hamilton, as well as the 
distinguished writers—Edward H. Chamberlin, M. M. Bober, 
Joseph A. Schumpeter, Paul A. Samuelson—of the four books 
mentioned. The most recent title in the series, Mone 

Problems of an Export Economy, by H. C. Wallich, will 
be followed in September by Interregional Competition in 
Agriculture, by Ronald L. Mighell and John Donald Black. 


PRODUCT EQUILIBRIUM 
UNDER MONOPOLISTIC 
COM PETITION 


BY HANS BREMS 


I THE first book to concentrate on a major topic opened 
up by Edward H. Chamberlin in The Theory of Monop- 
olistic Competition, Mr. Brems contributes to the theory 
of the individual firm—as well as the theory of markets—an 
invaluable discussion of such important and necessary fea- 
tures as product variation, advertising and selling effort, long- 
range planning, uncertainty, and coliusion. Harvard Studies 
in Monopoly and Competition, 5. $4.50 
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our economic problems 


ANNOUNCING 


JOSEPH SCHUMPETER 


SOCIAL SCIENTIST 
EDITED BY SEYMOUR E. HARRIS 


The work of an internaticaally-known economist appraised 
by other leading economists: H. von Beckerath, E. H. Cham- 
berlin, G. Haberler, A. H. Hansen, S. E. Harris, F. Machlup, 
A. W. Marget, E. S. Mason, P. A. Samuelson, E. Schneider, 
A. Smithies, W. F. Stolper, P. M. Sweezey, J. Tinbergen, A. P. 
Usher, and D. McC. Wright. The authors reveal the early 
advances made by Schumpeter in the new field of economic 
dynamics, which included his profoundly important theory 
of economic development. They provide the only full length 
study of Schumpeter’s system a mature economists in their 
special fields of interest. To be published in September. 


Probably $4.00 


IMPORTANT NEW PRINTINGS 
THE THEORY OF ECONOMIC DEVELOPMENT 


An Inquiry into Profits, Capital, Credit, Interest and 
the Business Cycle 


BY JOSEPH SCHUMPETER 
Translated from the German by Redvers Opie, Fourth Printing. $4.00 


SOME PROBLEMS IN MARKET DISTRIBUTION 
BY ARCH W. SHAW 


New reprint edition of “A plea for the application of scientific 
laboratory methods to the problems of distribution.” —-The Journal 
of Political Economy $2.50 


At all bookstores, or 


HARVARD UNIVERSITY PRESS 
Cambridge 38, Massachusetts 


Please mention Tut American Economic Review When Writing to Advertisers 


t 
> 
> 
: 
q 
| 
7 Ay 
: 


hich textbook will you use 
next term...the newest, most 


up-to-date is INTRODUCTION 
Weary Willan FQ) ECONOMICS 


Here is a NEW text designed for either an intensive one-semester 
course or a less intensive two-semester course. An excellent companion 
book for the author’s “Current Economic Problems.” 

By connecting and integrating macro-economics and micro-economics 
with the help of input-output analysis, it is an ideal book for your next 


“principles” course. 


Isolation and 


Aggregation 


Private 
Accounts I: 
The 
Economics of 
Enterprise 


Private 
Accounts II: 
The 
Consumers’ 
Earning and 
Spending 


Foreign and 
Government 
Accounts 


Appendix 
Index 


Company 
1012 Walnut Street : 
Philadelphia 5, Pa. 


IN FIVE MAJOR PARTS 


@ The Scope and Emphasis of Modern Economics; The 


Economic Organization of the Modern World; The Nature 
of Money and Credit; Commercial and Central Banking 


Economic Goods in Isolation: Demand and Supply; Eco- 
nomic Goods in Aggregation: The National Income; 
Changes in the National Income; The Business Cycle 


The Tasks of Business Leadership; The Establishment, 
Maintenance, and Expansion of Business Enterprises ; The 
Location of Business Enterprises; The Laws of Produc- 
tion; The Determination of Input; The Determination of 
Output ; Repercussions of Newcomers’ Competition on the 
Firm; Business Policies Under Monopoly and Monopo- 
listic Com a: The Economics of Enterprise and the 
Business World 


Consumers’ Earnings: The Distribution of Income; Per- 
sonal Distribution of Income; Wages and Labor Relations; 

Rent ; Interest; Profits ; The Disposition of Income: Sav- 
ing and Spending 


© — Trade and Finance; Government and Economic 


fe 


@ Comparative Economic Systems 


127 Figures—32 Tables—605 Pages—$5.00 


Use This Handy Coupon To Order Your 
Copies Today! 


The Blakiston Company 
1012 Walnut Street, Philadelphia 5, Pa. 
105 Bond Street, Toronto 2, Canada 


Please send me a copy of Spiegel’s INTRO. 
DUCTION TO ECONOMICS, 
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* WARTIME FOOD PROCUREMENT 
AND PRODUCTION 
BY BENJAMIN BAKER 


A detailed account of our wartime agricultural mobilization, of prob- 
lems encountered and how they were met. Will be of interest to ad- 
ministrative officials and students in meeting the present-day prob- 
lems of agricultural mobilization. A King’s Crown Press publica- 


tion $3.25 
THE COMBINED BOARDS 
OF THE SECOND WORLD WAR 


An Experiment in International Administration 
BY S. McKEE ROSEN 


A study of the organization and development of the non-military 
boards that assisted in the economic mobilization of the United 
Nations during World War II. $4.00 


HAS MARKET CAPITALISM COLLAPSED? 


A Critique of Karl Polanyi’s New Economics 
BY ALLEN MORRIS SIEVERS 


“, . . Professor Sievers has carefully restated, supplemented, and 
criticized Polanyi’s arguments. The resultant book is clearly or- 
ganized and carries the marks of careful and logical intellectual 
analysis.”-—Sociology and Social Research. ““We should be grateful to 
Professor Sievers for this thoughtful view of Polanyi’s work.”— 
Saturday Review of Literature $4.75 


WORLD ECONOMIC REPORT 1949-50 


The main volume surveys world economic conditions. Two supple- 
— wanpeee report on economic conditions in Africa a the 
iddle East. 


A United Nations publication Three volumes, Forthcoming 


United Nations’ STATISTICAL YEARBOOK 1949-50 


Covers population, manpower, land use, agriculture, forestry, fishing, 
industrial production, mining, manufacturing, construction, electric- 
ity, gas, transport, « ications, internal and external trade, 
balance of payments, wages and prices, national income, finance, 
public finance, social statistics, and education and culture. Has sub- 
ject and country indexes. A United Nations publication $6.00 


NOTE 


The Organization for European Economic Cooperation (QEEC) 
publishes a great many books and booklets on various aspects of the 
economies of member countries and on their recovery under the 


European Economic Program. Write for checklist to International 
Documents Service, Columbia University Press. 


Columbia Unwersity Prose 
Publishers of the revised and enlarged Columbia Encyclopedia 
2960 BROADWAY NEW YORK 27, N.Y. 
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Timely Financial Texts 


INFLATION 
IN THE UNITED STATES, 1940-1948 


By LEsTER V. CHANDLER, Princeton University 


A new text, the only one of its kind, on the processes of infla- 
tion during the pre-war, war, and post-war years. Emphasis 
is on fiscal and monetary policies, but other principal factors 
affecting timing and extent of the inflation are yzed. 402 
pages. $4.50 


THE ECONOMICS OF MONEY AND BANKING 


By LesTER V. CHANDLER 


& 


A lucid presentation of principles and problems, widely used 
for the first course in money and banking. It concentrates on 
the economic principles involved, with a minimum of concern 
with the technical and institutional aspects of the system. 732 
pages. $5.00 


a HARPER & BROTHERS 


49 East 33d Street, New York 


PRODUCTIVITY 


IN THE BLAST-FURNACE AND 
OPEN-HEARTH SEGEMENTS OF 


THE STEEL INDUSTRY 1920-1946 
by William T. Hogan, S.J. 


This work deals, on a plant basis, with productivity in two of the basic 
operations of the steel industry over a 27-year period. It offers man 
hour per ton figures on pig iron for the blast furnace and on steel 
ingots for the open hearth furnace. It also presents an analysis of the 
trend covering the capital improvements and technological changes that 
took place over a quarter century. Tables and illustrations accompany 


the text. 
$4.00 


FORDHAM UNIVERSITY PRESS 
Distributed by The Declan X. McMullen Co., Inc. 
22 Park Place New York 7, N.Y. 
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The Heath 
Accounting Series 


WHITE 


ELEMENTARY ACCOUNTING 
Third Edition (1949) 
Edited by Newlove 


NEWLOVE, SMITH, AND WHITE 


INTERMEDIATE ACCOUNTING 
Revised (1948) 


NEWLOVE AND GARNER 


ELEMENTARY COST ACCOUNTING 
Revised (1949) 


NEWLOVE 


CONSOLIDATED STATEMENTS 
Including Mergers and Consolidations (1948) 


NEWLOVE AND GARNER 


ADVANCED ACCOUNTING, VOLUME I 
Corporate Capital and Income (1951) 


NEWLOVE AND GARNER 


ADVANCED ACCOUNTING, VOLUME II 
Reorganizations, Bankruptcies, Fiduciaries, 
and Partnerships (1950) 


D. C. Heath and Company 


COLLEGE DEPARTMENT 
285 COLUMBUS AVENUE, BOSTON 16, MASSACHUSETTS 
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Is the present corporation tax consist- 
ent with the main objectives of fiscal 
policy? 

What about the “double taxation” 
controversy? 

How does the corporation income tax 
influence national income and employ- 
ment? 

How can corporate and individual in- 
come taxes be integrated? 


THE CORPORATION INCOME TAX... 


by Richard Goode answers these tax questions and many more. 
This book is an expert's appraisal of the corporation income tax’s 
effect on national income and employment, on prices wages— 
a book whose broad framework can be applied to a witle variety of 
present and potential economic situations. 1951. 242 pages. $3.00. 


WHAT IS A 
FAIR 


CORPORATION 
TAX... 
AND WHY? 


Copies available on approval 


JOHN WILEY & SONS, Inc., 440 4th Ave, New York 16, N.Y. 


A revision of ... 


@ SURVEY OF LABOR ECONOMICS 


By FLORENCE PETERSON, Bryn Mawr College 


A long-awaited new edition of a basic text recognized as a 
major contribution in labor economics. Considering labor as 
a special field of economics rather than as a problem, it brings 
os current labor picture completely up to date. 871 pages. 
5.00 


@ THE STRUCTURE OF LABOR MARKETS 


Wages and Labor Mobility in Theory and Practice 


By LLoyp GEORGE REYNOLDS, Yale University 


A leading economist presents a much-needed reappraisal of 
labor mobility and wage determination based on a three-year 
study of a New England factory town. It promises to become 
a landmark in the development of wage theory. 328 pages. $3.50 


HARPER & BROTHERS 
49 East 33d Street, New York 
Please mention Tuk American Economic Review When Writing to Advertisers 
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ECONOMICS. An Introductory Analysis. New 2nd edition 


By Paut A, SAMUELSON, Massachusetts Institute of Technology. 762 
pages, $5.00 


The new revision of this classic work, the second edition has been brought 
up to date and enlarged. New chapters covering current economic problems 
and the economics of the cold war have been added, and the sections on 
savings, investments, and labor are expanded. 


MANAGEMENT OF BANK FUNDS 


By Roranp I. Rostnson, Northwestern University School of Com- 
merce. 425 pages, $5.50 


An attempt to bring the scattered and largely oral traditions of modern 
commercial bank practices together in written form. Believing that routine 
operations are better learned on the job, the author has devoted this text 
to issues of banking policy. 


MONEY AND BANKING. Organization and Function 


By F. W. Muetter, Jr., De Paul University College of Commerce, 
Chicago. 807 pages, $6.00 


A well-organized, well-written college text for the conventional introductory 
course in Money and Banking. Arranged to provide the basis for the devel- 
opment of the historical and functional aspects of modern exchange. Begins 
with “barter”—and carries the student up through the most refined modern 
techniques of monetary management, 


STATISTICS FOR ECONOMICS AND BUSINESS 


By Donatp W. Paden, University of Illinois and E, G. Linpguist, 
University of Iowa. 276 pages, $3.75 


An exceptionally well-written book especially designed for the elementary 
course in statistics. A manual is also available to accompany the text. Text 
and manual were prepared to be used together, since the problems in the 
latter are intended to guide the student in formulating for himself the 
principles to be learned. 


AN INTRODUCTION TO AGRICULTURAL ECONOMICS 
By Rosert C. Ross, University of Illinois. 414 pages, $5.00 


Begins with a brief discussion of the development of agriculture in the 
United States and the origin of many of our current farm problems. Pre- 
sents agriculture as a national industry, discusses its production and what 
becomes of its products, and considers its price structure. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 


330 WEST 42no STREET, NEW YORK 18, N. Y. 
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Two new books: 


» GOVERNMENT REGULATION OF BUSINESS 


By Ronald A. Anderson 
A textbook for college students emphasizing the legal, historical, 
social, economic, and political aspects. 


PuBLic FINANCE 


By Bennett and Lippincott 


A textbook for college students with related financial and economic 
problems and a wide coverage. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 


CINCINNATI 2 NEW ROCHELLE, N.Y. 
CHICAGO 5 SAN FRANCISCO 5 DALLAS 1 


Announcing... INDEX 10 the 
AMERICAN SOCIOLOGICAL REVIEW 


Official Journal of the 
AMERICAN SOCIOLOGICAL SOCIETY 


The NEW VOLUME lists all book reviews and classifies articles for 
the entire fifteen volumes of the American Sociological Review ac- 
cording to: 

AUTHOR 

SUBJECT MATTER 


It is indispensable as a research tool for keeping abreast of recent 
trends in sociology. 


Price $2.00 
AMERICAN SOCIOLOGICAL SOCIETY 


New York University, Washington Square, New York 3, New York 
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IN TIME FOR YOUR FALL CLASSES... 
THE REVISED EDITION OF 


The International Economy 


BY JOHN PARKE YOUNG, Ph.D. 


Adviser, Office of Financial and Development Policy 
Department of State; 
Formerly Professor of Economics, Occidental College 


PRACT ICALLY a new volume, the revision of this famous text- 
book has been shaped by the major events of the past decade. 


As in the previous edition, Dr. Young sets forth as clearly and 
simply as possible the essential features and theoretical bases of the 
international economy. With the aim of approaching completeness 
in every respect, the book covers a wide variety of subjects, achieving 
a balance among history, description of institutions, theory and 


THE TOPICS included have been selected on the 
basis of their relative and continuing significance for 
the student of economics. The fundamental theory 
of money and international trade ranks as one of first 
significance on this basis. Theoretical chapters com- 
prise a considerable part of the book. The relative 
length of the section on international economic poli- 
cies reflects the growing importance of these policies 
and the issues which underlie them. 


THE MATERIAL is right up to the minute and is especially timely. 
All in all, THE INTERNATIONAL ECONOMY offers a com- 
prehensive description and analysis of international economic and 


financial developments and the major role of the United States in 
world affairs. 


Approximately 775 pages Price to be announced 


THE RONALD PRESS COMPANY 


15 EAST 26TH STREET NEW YORK 10, N.Y. 
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Basic Economics 


A Macro- & Micro-Analysis 
by GEORGE HEBERTON EVANS, JR., The Johns Hopkins University 


A new and stimulating presentation of the principles of economics. Thoroughly 
tested in the classroom, this text is designed for the one-term course and for both 
the major and non-major in economics. It not only acquaints the student with the prob- 
lems with which economists deal, but gives him as well an understanding of the analyti- 
cal methods employed in studying these problems. An answer to the need for a brief 
introductory text. 

440 pages, 70 tables, 60 charts; $4.00 text 


A Philosophy of Labor 


by FRANK TANNENBAUM, Columbia University 


A pioneer work of foremost importance. Here is a challenging discussion of the 
position of the labor union in modern society. The author finds trade-unionism to be 
the great conservative force of our times. This book will provide the basis for stimulating 
discussion in labor courses. 

199 pages; $2.75 net 


Competition Among the Few 


Oligopoly and Similar Market Structures 
by WILLIAM FELLNER, University of California 


“This is the most significant development in oligopoly theory since Chamberlin’s 
Theory of Monopolistic Competition. In addition to theoretical skill, it shows sound 
judgment about the limitations of theoretical reasoning and the realities of business 
behavior. It is a fine piece of workmanship from first to last.” 


—Lioyp G. Reynotps, Yale University 
341 pages, 19 charts; $5.00 text 


The American Economy 
by SUMNER SLICHTER, Harvard University 


“When we have a new book from Professor Slichter we have learned to sit up and 
take notice. His discussion of an emerging ‘laboristic economy’ will stimulate its readers 
for years to come.” 

—ELIzaBETH F, BAKER, Barnard College 


250 pages; $1.95 text 
Examination copies on request 


ALFRED A. KNOPF, Inc. 501 Madison Avenue New York 22 
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CAN WE PAY FOR REARMAMENT WITHOUT RUINOUS INFLATION? 


HOW ABOUT Taxes Prices 
Wages Production 
Interest Rates? 


5 OF AMERICA'S TOP ECONOMISTS SUGGEST ANSWERS IN 


Inflation 


By ALBERT G. HART 


Professor of Economics, Columbia U. 


HIs timely and authoritative 

book shows how America’s 
vast economic power can _ be 
brought to full force for defense— 
without a serious dilution of the 
dollar or sacrifice of living stand- 
ards. 

Written by Professor Hart in 
collaboration with four top-flight 
experts of the Committee on Eco- 
nomic Stabilization, it provides 
indispensable background on infla- 
tionary pressures . . . points up 
the differences between the 1941- 
1945 period and the present .. . 
projects a detailed picture of the 
immediate and long-range effects 
of direct and indirect controls .. . 
and proposes a program for action. 


Without 


THE REPORT OF 


THE COMMITTEE 


ON ECONOMIC 
STABILIZATION 


CHAIRMAN, JOHN MAURICE 


CLARK. Professor of Economics, 
Columbia University 


THEODORE W. SCHULTZ 
Chairman, Department of Eco- 
nomics, University of Chicezo 


ARTHUR SMITHIES 
Chairman, Department of Eco- 
nomics, Harvard University 


DONALD H. WALLACE 
Director of Graduate Pro 
Woodrow Wilson School of Pub- 
lie and International Affairs, 
Princeton University 


These specialists say that the 
United States can rearm to a state 
of defense-readiness without set- 
ting off a ruinous inflation—pro- 
vided necessary measures are 
taken now. They have drawn on 
their combined resources to dem- 
onstrate the what-why-when-and- 
how of an effective program. 


$2.00 at your bookstore, or 


THE TWENTIETH CENTURY FUND 
330 West 42nd Street, New York 18 
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MACMILLAN 


Economic Dynamics: An Introduction 
pet W. J. BAUMOL 


Here is a text that makes available to the student some of the 
most important recent developments in the field. The text 
presents a survey of theoretical analysis of economic processes 
involving time together with an introduction to the techniques 
employed. Coming in June. 


Business Cycles 
D. HAMBERG 


Providing an analysis of various theories of the business 
cycle, this text uses the tools of Keynesian economics to study 
these theories. A discussion of the cycles from 1919 to the 
present is thoroughly integrated with the theoretical portions 
of the book. Coming in June. 


Problems of Labor 
GLENN MILLER 


Students in college classes of labor problems will find in this 
descriptive and non-technical text excellent discussions of the 
American Workman and the efforts of labor, management, 
and government to cope with labor problems. Coming in 
June. 


Industrial Relations and the 
Social Order 


W. E. MOORE 


This comprehensive work in indusirial sociology has been 
completely revised to place greater emphasis on types of col- 
lective bargaining relations and on relations between industry 
and society in industrial economies. Coming in August. 


he Macmillan Company, 60 Fifth Ave., N.Y 
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America’s Economic Growth 
3rd Edition 
F. A. SHANNON 


Brought thoroughly up-to-date, this text adequately covers 
the economic developments during the period of World War 
II. There is a timely portrayal of the conflict between advo- 
cates of a controlled economy and free enterprise. Published 


in May. $6.00 


Money, Trade, & Economic 
Growth 
A Volume in Honor of John H. Williams 


Containing the original contributions of seventeen eminent 
economists, this book consists of papers on critical, contro- 
versial issues. For reference, seminar groups, and students of 
finance. Coming in June. 


Principles of Business & the 


Federal Law 


F. H. COOK 


Students, economists, and business men will find useful this 
combination case and textbook which employs a legal- 
economic approach to the principles of federal, constitutional, 
and statutory law. Coming in June. 


Labor & Industrial Relations 
R. A. LESTER 


The author in this new book places the emphasis on economics 
but alters his approach to include more attention to labor- 
management relations. The text covers the background of 
labor, the policies of union and management, collective bar- 
gaining, and labor legislation. Published in May. $4.25 


Phe Macmillan Company, 60 Fifth Ave., N.Y 
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COLLEGE TEXTS poe 


RUSSIA’S SOVIET ECONOMY 


By Harry Schwartz, Specialist in Soviet Affairs, New York 
Times; Associate Professor of Economics, Syracuse University 


An unusually extensive content of facts and figures about the Soviet 
economy—its origins, development, and organization—make this a com- 
prehensive and important new text. The author covers a broad range 
of topics on economic activity in the USSR giving the student a realistic 
and factual examination of economic and political relationships. 


Objectivity keynotes the text. Professor Schwartz works from the 
premise that vital American interests in the current struggle against im- 
perialistic communism require that we know and understand facts, not 
opinions about the USSR. Fully documented, the text contains data drawn 
from a wide variety of original sources. 


RUSSIA’S SOVIET ECONOMY is class-tested. It is the outgrowth of a 
preliminary edition of the text used by the author during the past year 
in a course on the Soviet economy. It proved to be an effective and 
valuable — Numerous maps, charts, and graphs supplement the 
text material. 


Published 1950 592 pages 6” x 9” 


INDUSTRIAL PRICING 
and MARKET PRACTICES 


by Alfred R. Oxenfeldt, Chairman, Department of Economics, 
Hofstra College 


A cogent and vivid analysis of the entire pricing system, INDUSTRIAL 
PRICING AND MARKET PRACTICES effectively combines theory and 
practice to bring the student a realistic examination of major pricing 
methods and market practices in use today. 


Dr. Oxenfeldt explains the actual pricing system in a free enterprise 
economy. He describes policies and practices which are currently used in 
setting and adjusting prices, and in determining profit margins. The text 
discusses the procedures used to estimate costs and demand, and such 
marketing practices as advertising, quality competition, vertical integra- 
tion, and merger, in direct connection with the determination of prices. 
A detailed discussion of price determination at successive stages of the 
productive process is included. The author describes how prices for the 
same products are determined successively by manufacturers, wholesalers, 
and retailers in specific industries. 


Chapter outlines, tables, charts, graphs, and chapter summaries accompany 
the text material to vivify and illustrate the basic contents of the book. 


Published February 1951 602 pages 6" x 9” 


PRENTICE-HALL, INC. 70 Fifth Avenue, New York 11, N.Y. 
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ECONOMICS: BASIC PROBLEMS 
AND ANALYSIS 


By Clifford L. James in collaboration with James D. Calder- 
wood and Frances W. Quartius, all at the Ohio State Uni- 
versity 


Designed especially for a one-quarter or one-semester course in intro- 
ductory economics, this new text is a non-mathematical treatment of prin- 
ciples and problems of economics particularly planned to simplify analysis 
for beginning students. 

After an early overview of the entire economy, the authors study its 
various parts systematically before taking up the economy in terms of 
aggregates. Emphasis is on methods of analysis, functioning of markets, 
changing levels of income and employment, and the role of government 
and economic policy. 

The text combines neo-classical price analysis, institutional analysis, and 
neo-Keynesian income analysis. Micro- and macro-economics are used to 
supplement each other in order to complete the explanation of how an 
economic system operates. No unusual emphasis is placed on either one. 
Charts and graphs are chosen for their simplicity and significance to 
the entire text. 


Published April 1951 611 pages 6” x 9” 


THE GROWTH OF THE 
AMERICAN ECONOMY 


Second Edition 


Edited by Harold F. Williamson, Professor of Economics, North- 
western University 


An integrated symposium on the economic development of the United 
States, this new edition covers all major fields of economic history in- 
cluding: early settlemenis, capital, labor, agriculture, foreign trade, money 
and banking, transportation, expansion, public finance, and the like. 
Thoroughly revised in the light of recent research, the new Second Edition 
has been enlarged to include the important period of economic history 
from 1918 to 1950. Introductions to each of the five major parts written 
by Professor Williamsen have been added to the text. They outline the 
main events in each of the periods covered and lay the foundation for 
the material to follow. 

The major chronological divisions of the text have been changed: the 
first period ends with 1789; the second with 1865; the third with 1918; 
and the last with 1950. 


March 1951 946 pages 6” x 9” 
Send for your copies today! 
PRENTICE-HALL, INC. 70 Fifth Avenue, New York 11, N.Y. 
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OXFORD BOOKS 3 
Publishers of Fine Books for over Four Centuries 


From Marx to Keynes 
Ten Great Economists 


By JOSEPH A. SCHUMPETER, author of Theory of Economic Develop- 
ment, Business Cycles and Capitalism, Socialism and Democracy. Late 
Professor of Economics at Harvard University. 


A great economist presents his evaluation of the men most influential in 
shaping economic thought during the past century. His essays, gathered 
in book form for the first time, are biographical in character but critical 
in approach, 


The ‘ten great economists’ are Karl Marx, Marie Walras, Carl Menger, 
Alfred Marshall, Vilfredo Pareto, Eugen Bohm-Bawerk, Frank Taussig, 
Irving Fisher, Wesley Clair Mitchell, and John Maynard Keynes. An 
appendix includes George Knapp, Friedrich von Wieser and Ladislaus 
von Bortkiewicz. 


The late Professor Schumpeter’s stimulating and challenging interpreta- 
tion of the capitalist process makes his book an important contribution to 
American economic thought. Illustrated. $4.75 


A specialist’s view of 
THE STRUCTURE OF 


The American Economy 


By WASSILY W. LEONTIEF, Professor of Economics at Harvard Uni- 
versity and Director of the Harvard Economic Research Project. 


A study which presents the application of the general equilibrium theory 
to the empirical analysis of the structure of our economy in 1919, 1929, 
and 1939. 


Our industrial structure in those years is described by a large double- 
entry ‘input-output’ table in which the rows indicate the distribution of 
the output of any one industry to all other industries, including the gov- 
ernment and households; the columns show the inputs contributed to any 
one industry by all other industries. These tables make it possible to 
examine in detail the interaction between inputs and outputs at any one 
time under given economic and technical conditions. 


This work offers a theory with meaningful, factual content to teachers 
and students of economics, as well as to economists in government and 
industry. $5.75 


At all bookstores 
OXFORD UNIVERSITY PRESS 
114 Fifth Avenue, New York 11, N.Y. 
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JUST PUBLISHED 
, FOURTH EDITION of 


Introduction to Business Management 


By HAROLD H. MAYNARD and WALTER C. WEIDLER 


assisted by David W. Bussell, James H. Davis, James H. Healey, and Robert B. Miner; 
all of The Ohio State University. Throughout 25 years, successive editions of this 
basic textbook have established an outstanding reputation as an introduction to the 
world of business, and as a preliminary to more advanced studies in business and eco- 
nomics, Now, in this Fourth Edition, the authors have not only brought up to date 
the picture of our business life, but have introduced also a number of changes designed 
to make the book even more teachable. Included among its features are a functional 
approach in the presentation of the material, recognition of the problems of the small 
businessman, and enlarged problem-and-question material following each chapter. 
Teacher’s manual available. 620 pages, 25 illustrations, $5.00 


Recent Comments About .. . 


PRICE ECONOMICS, ,, PErTENGILL, University of 


Southern California. “The author aR apparently devoted much effort to precision 
and clarity in attempting to make this a successful textbook for students. . . . Each 
chapter begins with a statement of the specific questions that the chapter is designed 
to answer and closes with a good summary. It may well be that this book will have 
a definite impact on the form of future textbooks.”—American Economic Review. De- 
signed for the intermediate course in economics, but adaptable for use at different 
levels, this new textbook considers prices as both cause and effect of economic behavior. 
Institutional and theoretical approaches to economics are merged, and theories de- 
veloped from real life situations. 483 pages, 69 illustrations, $4.50 


ECONOMICS OF BUSINESS ENTERPRISE, 


of the Firm in the Aggregate Economy, by GEORGE J. CADY, University of Redlands. 
“The author has placed needed emphasis on aspects of non-pure competition in the 
nation’s market structure.” —Professor Chester B. Baker, Montana State College. 
“Professor Cady . . . has combined the micro-approach to economics with the macro- 
approach in such a way as to give the student a conception of the significance of the 
various parts of the economic system in their relationship to the whole.”—Southern 
Economic Journal. 452 pages, 76 illustrations, 12 tables, $4.50 


THE INCOME OF SOCIETY, 10 economics, by 


ELIZABETH ELLIS HOYT, Iowa State College. “A carefully written book based upon 
much experience in teaching students of economics.”—Southern Economic Journal. A dis- 
tinctive new textbook, it is designed to arouse the concern of students in the major 
economic problems of today and to guide them, at the same time, in thinking clearly 
on the nature, causes, and possible solutions of these problems, Emphasis is on the 
fact that social forces are working always with or against economic forces in creating 
the income of society, and that the significance of this income is the use which society 
makes of it. 753 pages, 21 illustrations, 50 tables, $4.50 


THE RONALD PRESS COMPANY © 15 East 26th st., New York 10 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 
in Cooperation with the Other Members of the 
Department of Economics of the University of Chicago 


The June, 1951, issue will contain: 


Division of Labor Is Limited by the Extent of the Market ....George J. Stigler 

Want Development in Undeveloped Areas Elizabeth E. Hoyt 

Commodity Reserve Currency Milton Friedman 
The Alleged Inflexibility of Compensatory Public Works Policy 

E. Jay Howenstine 

Victor E. Smith 


IN 1892. Published bimonthly: February, April, pan 
Subscription rate $6.00 per caine. Single copy $ 

on volume for faculty members teaching business or 

volume for graduate om in business or economics. 

Foreign postage 50 cen 


The University of Chicago Press - 5750 Ellis Ave., Chicago 37, Ill. 


THE CANADIAN JOURNAL OF 
ECONOMICS AND POLITICAL SCIENCE 
The Quarterly Journal of the Canadian Political Science Association 


CONTENTS 
Volume XVII, No. 1 
ARTICLES 
Technology and Public Opinion in the United States 
Industrial Relations and Government Policy 
Britain’s Post-War Economic Policy, 1945-50 
External Determinants of the Canadian Upswing, 1921-9 
Some Problems in the Study of Hostility and Aggression in Middle-Class ree 
NOTES AND MEMORANDA 
The Royal Commission on Prices «Irene M. Spry 
Social Science in Social Action John R. Seeley 
Douglas Alexander Skelton (1906-1950) 


REVIEW ARTICLE 
Reviews 
Bibliography of Canadian Economics 


Annual Subscription $4.00 Single copie: $1.00 
Subscriptions may be sent to 
The University of Toronto Press 
Toronto, Canada 
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THE QUARTERLY JOURNAL 


OF ECONOMICS 
Founded 1886 
Vol. LXV Contents for February, 1951 


Prolegomena to a History of Economic Reasoning 
Investment Criteria in Development Programs 


The Market Structure of Commercial Banking in the United States 
David Alhadeff 


A Saeed for Extending the Theory of the Firm 
NOTES AND DISCUSSIONS 
European Unification and the Dollar Problem .................. T. Balogh 


——_ of Leadership in the American Flint Glass Workers’ Union .. 


and Contraction: A Diagrammatic Representation . . 
Joseph Lerner 


Clandestine Capital Movements in Balance of Payments 
Estimates: A Comment Florence Jaffy 
John H. Adler 
Edited by E. H. Chamberlin for the Department of Economics, Harvard University 
$1.25 per copy, $5.00 a year; 3 years, $14.00; Special Student Rate, $3.00 a year 


Order from The Harvard University Press, Cambridge, Mass. 


JOURNAL OF FARM ECONOMICS 
Published by THE AMERICAN FARM ECONOMIC ASSOCIATION 


Editor: Waiter W. Witcox 
Library of Congress, Washington, D.C. 
Volume XXXIII MAY, 1951 Number 2 


Political and Administrative Guide-Lines in Developing Agricultural Poli- 
W. Robert Parks 


Land Reform in Japan 
Some Effects of Land Reform in Thirteen Japanese Villages ..Arthur F. Raper 
A Framework for Land Economics: The Long View .......... T. W. Schultz 


Some Fundamental Economic Concepts and Economic Analysis of Costs .. 
W. W. McPherson 


This Journal, a quarterly, contains additional articles, notes, reviews of books, and 
a list of recent publications and is published in February, May, August, November by 
the American Farm Economie Association. Yearly subscription $5.00, 


Secretary-Treasurer L. H. SIMERL 


Department of Agricultural Economics 
University of Illinois, Urbana, Illinois 
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THE SOUTH AFRICAN JOURNAL OF ECONOMICS 


Editors 
C. S. Ricnarps, Managing Editor 
W. J. Busscnau H. M. Rosertson 
CONTENTS OF VOL. 18, NO. 4 


DECEMBER, 1950 


Liberalism and Its Conqueror Prof. H. A. Reyburn 
Some Aspects of Capital Movement, Investment and Financial Liquidity 
T. van Waasdijk 
The South African Railways and the Newton Report 
Prof. C, S. Richards and J. C. Laight 


Family Income and Expenditure in a Ciskei Native Reserve 
Prof. D. Hobart Houghton and D. Philcox 


The Housing Component in a Minimum Standard of Living 


Reviews: Union Official Publications, Recent Periodicals and New Books 


Single Copies at - per copy, obtainable from the Central News Agency Ltd. and all 
leading booksellers. 


Overseas Agents i subscriptions £15.0 per annum and single copies (6s. each) 
Messrs. Staples Press Ltd., Mandeville Place, London W.1. 


Subscriptions to the Journal £1.5.0 per annum and enquiries re advertisement tariffs 
to the Secretary, P.O. Box 5316, Johannesburg. 


LAND ECONOMICS 


a quarterly journal of 


PLANNING, HOUSING & PUBLIC UTILITIES 


The May 1951 issue includes: 


Emergent Urban Problems of Intercity Motor Transportation. . Jerome D. Fellman 
An Investigation of Economies of Large Size in Steam Stations ..John B. Lansing 
Otto Schiller’s Farming Cooperative: A Critical Appraisal Karl Brandt 


Buying Farms with 100% Loans: An Analysis of the Farm Security Admin- 
istration Loan Experience in Wisconsin 
W’. Keith Burkett and Kenneth H. Parsons 


Fish Pond Culture for Undeveloped Areas ..................44. Eli Schwartz 


Annual Subscription $6.00 Single Copy $2.00 


Sterling Hall, University of Wisconsin, Madison 6 
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ECONOMETRIC PAPERS 


A Supplement to Econometrica 


just published. 340 pages. $2.50 


Report of the Washington Meeting of the Econometric Society, Vol- 
ume V of Proceedings of the International Statistical Conferences 
held in Washington, D.C., September 6-18, 1947 


Contributors: Allais, Amoroso, Anderson, Chait, C. Clark, Derksen, 
Divisia, Domar, Dumontier, Friedman, Geary, Georgescu-Roegen, 
Henon, Hurwicz, Jantzen, Kendall, Koopmans, S. Kuznets, Lange, 
Leontief, Lutfalla, Massé, Metzler, Perroux, Rocard, Roos, Roy, 
Rueff, Shirras, Smithies, Stafford, Steinhaus, Stone, Tinbergen, 
Wold, and others. 


THE ECONOMETRIC SOCIETY 
University of Chicago, Chicago 37, Illinois 


The Manchester School 


of Economic and Social Studies 


Vol. XIX. No. 1 January, 1951 


CONTENTS 
The Trend towards Economic Planning Gunnar Myrdal 
The Advent of Academic Economics in England . .S. G. Checkland 


Remedies for Localised Unemployment ................ ]. Sykes 
The Statistics of Absenteeism in Coal Mining .......... S. Moos 


“STHE MANCHESTER SCHOOL" is published three times a year. The annual sub- 
scription is fifteen shillings (transatlantic subscriptions, 3 U. S. dollars), post free. 
Subscriptions to be sent to the Secretary, ““‘The Manchester School,’’ Economics De- 
partment, The University, Manchester 13, England. 
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SCIENCE SOCIETY 
Established 1936 


Volume XV, Number 2 Spring 1951 


BUSINESS AND THE SALARIED WORKER Vera Shlakman 
SOVIET POST-WAR RECONSTRUCTION Maurice Dobb 
PSYCHOANALYSIS AND THE FICTION OF THE UNCONSCIOUS Albert Starr 
AMERICAN LABOR AND THE PARIS COMMUNE Samuel Bernstein 
IMPLICATIONS OF NEGRO FOLKSONG Russell Ames 


Reviews on: 
Walter Gellhorn’s Security Loyalty and Science 
J. Wortis’ Soviet Psychiatry 
Naum Jasny’s The Socialized Agriculture of the USSR 
Harry A. Millis and others’ From the Wagner Act to Taft-Hartley 
Marjorie H. Nicolson’s The Breaking of the Circle 


Quarterly, so¢ Single Copy $2.00 per year ($2.50 foreign) 
SCIENCE AND SOCIETY 30 East 2oth St. New York 3, N.Y. 


SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCE 
of the New School for Social Research, New York 


Contents for March 1951 (Volume 18, Number 1) 
To Check Inflation Alvin Johnson 
The Specialist as a Psychological Problem Ulrich Sonnemann 
Agricultural Policy and the Business Cycle Jacob Oser 
International Co-operation in Africa Nwankwo Chukwuemeka 
Making Music Together—A Study in Social Relationship Alfred Schiitz 
Soviet Politics and Power (Note) Eduard Heimann 
Book REVIEWS 


Published in March, June, September and December 
Subscription $3 a year (Foreign $3.50)—Single copies $1.00 


66 WEST 12TH STREET, NEW YORK 11, N.Y. 


Please mention Tuk American Economic Review When Writing to Advertisers 


| 
j 
‘ 
by 
F 
q 
4 
| 
q 
} 
| 
| 
“a 4 


THE JOURNAL OF FINANCE 


Published by THE AMERICAN FINANCE ASSOCIATION 
Volume VI, No. 2 (June, 1951) includes: 


George T. Conklin, Jr., Marshall D. Ketchum, H. G. Fraine, Harry L. Severson 
Government Financial Aid to Small Business 
Charles H. Schmidt, Dan Throop Smith, Herbert E. Dougall 
Taxation and Business Incentive 
Harold M. Somers, Carl S. Shoup, Richard Goode, George W. Mitchell, Robert S. Ford 
Inductive Tests of Investment Theories 
O. K. Burrell, C. Sidney Cottle, W. Tate Whitman, Henry S. Schneider 


Reappraisal of the Easy Money aed 
Henry C. Murphy, Lester V. Chandler, Howard R. Bowen 


Membership dues, including $3.00 allocated to subscription to The Journal of Finance, 
are $5.00 annually. Libraries may subscribe to The Journal at $4.00 annually and single 
copies may be purchased for $1.25. Applications for membership in the American Finance 
Association and subscriptions to The Journal of Finance should be addressed to the 
Secretary-Treasurer, Edward E. Edwards, School of Business, Indiana University, 
Bloomington, Ind. 

Communications relating to the contents of The Journal of Finance should be addressed 
to the Editor, Marshall D. Ketchum, School of Business, University of Chicago, Chicago 
87, Ill, or to the Associate Editor, J. Fred Weston, College of Business Administration, 
University of California, Los Angeles 24, Calif. 


THE SOUTHERN ECONOMIC 
JOURNAL 


A Joint Publication of the Southern Economic Association 
and the University of North Carolina 


Published Quarterly at Chapel Hill, N.C. 


Vol. XVII, No. 4 April 1951 
CONTENTS 


ARTICLES 

Methodology of Research on the Business Cycle .............0++0005 . ._Rendiga Fels 
The Structure of the Postwar Money Market Edward OC. Simmons 
Tax Sensitivity : 

Studies of Technological Change 

The European Payments Union .....Henry H. Schloss 


COMMUNICATION 
Reply to Breimyer on State Per Capita Income Differences ....John L. Fulmer 


Book Reviews, State Reports, Personnel Notes, Notes, Books Received 
$4.00 per year—$1.25 single copies 
Address: The SOUTHERN ECONOMIC JOURNAL 


Box 1289, Chapel Hill, N.C. 


Please mention Tur American Economic Review When Writing to Advertisers 


9, 
: e 
id, 
. 
| 
“7 
‘| 
a 
pie 
| 
q 
q 
+ 


PUBLIC FINANCE/FINANCES PUBLIQUES 


International quarterly journal devoted to the study of 
fiscal policy and related problems. 
Director and Editor in Chief 
Dr. J. A. Monod de Froideville 
Emmalaan 2, Haarlem 

Netherlands. 
Volume VI 1951 Number 2 
F. K. Mann War Finance and Tax Reform in the United 

States. 


M. Chrétien Le probléme de la réforme de la fiscalité 
francaise (fin). 


K. Heinig Das Kapitalbudget und seine Darstellung. 
M. I, White and M. Miller pee on an Income Effect of changing Interest 


tes. 
Book review 


Review of Periodicals. 
Articles in French or German are followed by an English summary. 


Subscriptions $5.00 a year postage free; special Student Rate $3.00 a year. 


AGRICULTURAL HISTORY 


Designed as a medium for the publication of research and documents 
pertaining to the history of agriculture in all its phases and as a clearing 
house for information of interest and value to workers in the field. 
Materials on the history of agriculture in all countries are included and 
also materials on institutions, organizations, and sciences which have been 
factors in agricultural development. 

ISSUED QUARTERLY SINCE 1927 
BY 
THE AGRICULTURAL HISTORY SOCIETY 
Subscriptions, including membership: Annual, $4.00; student, $2.00; con- 
tributing, $10.00. 
Editor: Everett E. Edwards 
Secretary-Treasurer: Charles A. Burmeister 


Room 3906, South Agriculture Building, Washington 25, D.C. 


Please mention Tur American Economic Review When Writing to Advertisers 


4 
| 
f 
an 
3 
| 
3 | 
| 
hy 
| 
| 
4 
| 
Vi 
| | 
| 
j 
| 


Ws 


at Co’ 


Of 


: 


